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bility, of quality, or of price—a Burroughs gives you more. Burroughs adding 
machines are built by master craftsmen to perform better for a longer time... 
are designed to give you the answers you need in the surest, simplest, thriftiest 
way possible—and to keep on giving them for years and years. So, be sure 
it's the best—be sure it’s a Burroughs. Call the Burroughs office near you 
today. It’s listed in the yellow pages of your telephone book. 


BURROUGHS ADDING MACHINE OF CANADA, LIMITED, WINDSOR, ONTARIO 
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Developing An Investment Policy 


Chartered accountants responsible for develop- 
ing an investment policy for corporation and 
institutional funds are invited to use the 
statistical and analytical services supplied by 
our organization. 


When investing personal funds, the same 
services are at your disposal. 

An enquiry to any of our offices will bring 
prompt attention to your investment problems. 


Stock Exchange Orders Executed 


Wood, Gundy & Company 
Limited 
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New York Chicago Halifax London, Eng. 


When A Partner Dies - - - - 
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Business Life Insurance that makes them automatically effective, must be 
made while all the partners are alive. 
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If desired, a trained Manufacturers Life representative will co-operate 
with you in preparing specific plans for submission to management. 
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Electronics i in Accou" 


Already, many large and small businesses are using IBM 
Electronic Business Machines to speed their work. Every 
day more of these machines are coming off IBM pro- 
duction lines to save time, money, and effort for more 
companies. 


of IBM Electronic Machines, is pictured above. It is 
used for all types of accounting and statistical com- 
putations. In the investment brokerage industry, for pe 
example, this machine does the complete computations Te 
for 100 purchase and sale transactions in one minute. 
IBM’s leadership in applying electronic principles 
to punched card accounting machines has given greater 


speed, accuracy, and economy to the vital requirements 
of calculating and accounting. 


The Electronic Calculating Punch, one of the g types 


INTERNATIONAL BUSINESS MACHINES COMPANY LIMITED, 
Head Office: Don Mills Road, Toronto, Ontario. 
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How to buy 


an Accounting Machine 


{—Accounting is done with figures. 
2—Machines figure faster. 


—tTherefore, it seems reasonable to get 
the machine which is the fastest 
figurer. 


4—Its name is Sundstrand * 


—It is made and sold by Underwood— 
of course! 


Underwood Limited 


Head Office: 
135 VICTORIA ST. TORONTO, ONT. 


BRANCHES IN ALL 
PRINCIPAL CANADIAN CITIES 
* 10-Key Touch Operation 
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R.L.CRAIN LIMITED 


OTTAWA (HJ CANADA 


DESIGNERS & MANUFACTURERS 


of FORMS and SYSTEMS which conform with recognized accounting 
principles. 


WHAT? 
— is the best writing method 
WHEN? 
— does the use of CONTINUOUS FORMS become economical 
WHY? 
— are FORM-FEEDING DEVICES used when correct 
REGISTRATION on all copies is important 


HOW? 
— can FORMS be designed to fulfil more than one function 


WHAT? 
— should determine the size of a FORM 


HOW? 
— expensive is a badly designed FORM 


ADVICE 
ON THESE AND OTHER MATTERS CAN BE OBTAINED WITHOUT 
OBLIGATION, from SALES REPRESENTATIVES at.any of the following 
BRANCHES— 


MONTREAL Tel. FI. 6354 
223 Victoria Ave., Westmount 


OTTAWA Tel. 5-1467 
166 Laurier Ave. W. 


TORONTO Tel. RA. 2181 
1221 Bay Street 


HAMILTON 
314 Main Street East 


Tel. 2-1135 


LONDON, ONT. Tel. Fairmont 4567 
3611, Richmond St. 


KITCHENER Tel. 2-6658 


125 King Street W. 


WINDSOR Tel. 4-8400 
1968 Wyandotte St. E. 


WINNIPEG Tel. 932 537 
460 Main St. 


EDMONTON 
10110 107 Street 


VANCOUVER Tel. TA. 3732 
422 Richards Street. 


Tel. 42074 


MONCTON 


P.O. Box 325 


Tel. 7382 


ADVICE about many types of FORMS applicable to — 
PURCHASING - RECEIVING - STORING 
PRODUCTION - PAYROLLS - SELLING 


SHIPPING - 


INVOICING 


ACCOUNTING 
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POSITION WANTED 


Young chartered accountant practising 
in Toronto and vicinity available on a 
part-time or co-operative basis. Box 
188, The Canadian Chartered Account- 
ant, 10 Adelaide St. E., Toronto, Ont. 


CHARTERED ACCOUNTANT 


Recent graduate required by a charter- 
ed accountant with small but growing 
ractice. Branch office or partnership 
in prospect. Box 186, The Canadian 
Chartered Accountant, 10 Adelaide St. 
E., Toronto, Ont. 


FOR SALE 
A good used Burroughs typewriter ac- 
counting machine. This machine is in 
excellent condition and may be used 
for posting of sale and purchase distri- 
bution. It can handle 20 totals, both 
addition and subtraction, and has a 22- 
inch front-feed carriage. For full par- 


ticulars phone, write or call at Can- 
adian Motors Ltd., 2024 Albert St., 
Regina, Sask. Phone 7661. 


OPPORTUNITY 

Excellent opportunity for experi- 
enced chartered accountant or person 
with equivalent accounting training. 
Position includes administration or 
very substantial trusts requiring invest- 
ment of large funds. Experience in 
finance and commerce, good business 
judgment, knowledge of corporate pro- 
cedure, Canadian taxation and the 
handling of investments desirable. 
Knowledge of United States taxation 
would be helpful. 

This is an important position offer- 
ing excellent salary plus future growth 
and permanency to person with requir- 
ed ee Only applicants fully 

ualified should apply submitting full 
etails to Box 187, The Canadian 
Chartered Accountant, 10 Adelaide St. 
E., Toronto, Ont. 
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POSITION OFFERED 
Chartered accountant required for mun- 
icipal office. Salary within the range 
of $4800 - $5634 according to exper- 
ience and qualifications. Age 25 - 40 
years. Apply with full particulars to 
Box 189, The Canadian Chartered Ac- 
countant, 10 Adelaide St. E.,. Toronto, 
Ont. 


YOUNG CHARTERED 
ACCOUNTANT WANTED 
Preferably recent graduate, Allen 
Miles, Fox & Johnston, Chartered Ac- 
countants, 159 Bay St., Toronto 1, 

Ont. 


PROFESSIONAL 
BRANCH - MANAGERSHIP 
Sought by experienced chartered ac- 
countant aged 36. Anywhere in Can- 
ada considered. Apply Box 190, The 
Canadian Chartered Accountant, 10 
Adelaide St. E., Toronto, Ont. 


HELP WANTED 

Qualified accountant, preferably C.A., 
for position of internal auditor of 
large industrial concern with head- 
quarters in Vancouver, B.C. Apply 
giving age, marital status, salary ex- 
pected, and full particulars of qualifi- 
cations and experience. Box 185, The 
Canadian Chartered Accountant, 10 
Adelaide St. E., Toronto, Ont. 


SENIOR 
ACOUNTANTS WANTED 
Leading United States firm of certified 
public accountants has several senior 
accountant vacancies in various offices 
in different parts of the U.S. for young 
chartered accountants. Initial salary 
and level of responsibility will be gov- 
erned by the extent of previous exper- 
ience. In replying please give a resume 
of education and experience, as well as 
a statement of salary requirements. Box 
182, The Canadian Chartered Account- 
ant, 10 Adelaide St. E., Toronto, Ont. 
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o )6r REPORTS 


that create 


oO PRESTIGE : prepared by the 


APPLICATION FORMS 


The importance of the service * ; ; 
that you render a client is Committee on Personnel Selection 
emphasized when he _ receives : 
your report, financial survey, 
etc., in an attractive cover, on 
good paper, and imprinted with 
your name or firm name. 


Let Grand & Toy show you Per dozen $ -50 
samples of report covers and 
papers prepared to order for = Per 100 4.00 
other accountants and auditors. b- 
We produce to your specifica- 
O tions in our own plant. 
EMpire 4-6481 THE CANADIAN INSTITUTE 
o[;RAND & Toy LIMITED OF CHARTERED ACCOUNTANTS 
OFFICE SUPPLIES - PRINTING F . 
BUSINESS FURNITURE 10 Adelaide Street East 


6-14 Wellington Street West : ; ‘ : 
O 332 Bay St. 115 Yonye St. fi Toronto 1 Ontario 
TORONTO 1, CANADA 


BANK CONFIRMATION FORMS 


Approved by The Canadian Bankers Association and 
The Canadian Institute of Chartered Accountants 


Blank, per 100 


Imprinted (minimum run 500), per 100 ....$3.00 


Postage or Express Collect 


THE CANADIAN INSTITUTE 
OF CHARTERED ACCOUNTANTS 


10 Adelaide Street East Toronto 1, Ontario 
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THE CANADIAN CHARTERED ACCOUNTANT 
and 


THE TAX REVIEW 
$5.00 a Year $5.00 a Year 


GOODFELLOW PRINTING CO. LIMITED 


Trade Publications - Books - Catalogues - Advertising Literature 
General Commercial Printing 


We Solicit Your Inquiries 


119 Adelaide St. W., Toronto 57 Simcoe St. S., Oshawa 
Telephone EM. 3 - 0106 Telephone 35 





ALAN DIGNAN & ASSOCIATES 
Barristers and Solicitors 


fs Bloor Street & St. Clarens Avenue Toronto 4, Ont. 


BORDEN, ELLIOT, KELLEY, PALMER & SANKEY 
Barristers and Solicitors 


25 King Street West - - - - Toronto 1, Ont. 


SMITH, RAE, GREER, SEDGWICK, WATSON & THOM 
Barristers and Solicitors 
50 King Street West - - - Toronto 1, Ont. 





OSLER, HOSKIN & HARCOURT 
f Barristers and Solicitors 


68 Yonge Street . . - Toronto 1, Ont. 


DUQUET & MACKAY 
Barristers and Solicitors 


360 St. James Street West - - - Montreal, Que. 
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STEWART, SMITH, MACKEEN, COVERT & ROGERS 
Barristers and Solicitors 


Roy Building . : - Halifax, N.S 


ST-LAURENT, TASCHEREAU, NOEL & PRATTE 
Barristers and Solicitors 
Price House, 65 St. Anne Street - - Quebec, P.Q. 


GOWLING, MacTAVISH, WATT, OSBORNE & HENDERSON 
Barristers and Solicitors 


56 Sparks Street - - - - Ottawa, Ont. 


QUAIN, BELL, CARREAU, GILES & GILLIES 


Barristers and Solicitors 


56 Sparks Street - - - - Ottawa, Ont. 


Corporate Financing... 


In our more than sixty years of business we have been 

of service to many outstanding Canadian corporations 

in the issuing and distribution of their securities. 
Should you require information or assistance in such 


matters, we would welcome your enquiry. 


A. E. Ames & Co. 
Limited 
Investment Dealers—Business Established 1889 
TORONTO MONTREAL WINNIPEG VANCOUVER VICTORIA LONDON OTTAWA 


HAMILTON KITCHENER OWEN SOUND ST. CATHARINES QUEBEC 
NEW YORK BOSTON’ LONDON, ENG. 











The Canadian 


hartered g~\ccountant 


VOLUME 58 





Constitution of the Profession 


S THE CURRENT YEAR of the 

eleven Institutes of Chartered Ac- 
countants in Canada approaches its close, 
we cannot refrain from expressing our 
amazement at the great changes which 
have taken place in the profession in 
recent years. In the last pre-war year 
the number of chartered accountants 
in Canada was 1998. Today there are 
4445, more than double the pre-war num- 
ber. That is a rate of increase far great- 
er than the rate of increase of the popu- 
lation as a whole, and one does not have 
to go far for the explanation. As a di- 
rect result of the war and its aftermath 
industrial and commercial activity in this 
country has multiplied, and the demand 
for accounting skills has grown propor- 
tionately. Nor is it only chartered ac- 
countants who have increased in num- 
bers; there has been a parallel upsurge in 
the number of accounting practitioners in 
other associations or who carry on in- 
dependently. 

The post-war years have not only wit- 
messed an increase in the numbers of 
chartered accountants; they have also 
been marked by a change in the pattern 
of our professional organization, a pro- 
cess which has not yet reached its end. 
Prior to the war the then nine Institutes 
of Chartered Accountants were merely 
voluntary associations whose statutory 
powers did not go beyond the manage- 
ment of their own affairs. Unlike the 
medical, legal, dental, and certain other 
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professions they possessed no special 
right in the practice of their profession 
within the bounds of their respective 
Provinces, nor as far as we know did 
they seek any such right. 


That situation is no longer true, at 
least not for all ten Provincial Institutes 
now in existence. As is well known, the 
practice of public accounting in Prince 
Edward Island and in Quebec is now 
restricted, with limited exceptions, to the 
members of the two Institutes of Char- 
tered Accountants, and in Ontario, while 
other accounting societies are recogniz- 
ed as qualifying bodies, their number 
has been restricted to those which meet 
required standards, and the practice of 
public accounting has been made subject 
to the jurisdiction of a public board on 
which all recognized accounting societies 
are represented. Similar developments 
are under discussion in several other 
Provinces as well. 


These events indicate that accounting 
functions are now recognized as being 
a matter in which the public as a whole, 
and not merely the practitioners and 
their clients, are concerned. The ac- 
counting profession in this country may 
be said to have reached maturity. 


Our Contributors, Bless Them! 


c HAS BEEN SAID by someone or 
other that satisfaction in a good job 
well done is its best reward, and so 
far as the contributors to this journal 
are concerned that statement is true. In 
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fact we can go further and say that 
satisfaction in a job well done is their 
only reward. The sole question for our 
contributors is to know whether they 
are entitled to take satisfaction for their 
efforts. True, the editors of The Cana- 
dian Chartered Accountant regard all 
contributors as lights of learning and 
literary craftsmen, but unfortunately it 
is not to the editors that the con- 
tributors look but to the readers. And 
we regret to say that until now the read- 
ers of this journal who have taken up 
their pens to comment on anything pub- 
lished in these columns can be counted 
on the fingers of one hand (not count- 
ing the thumb). 

Over the years The Canadian Char- 
tered Accountant has published a con- 
siderable number of noteworthy contri- 
butions to accounting literature. Many 
of them indeed are reprinted in ac- 
counting journals in other countries, 
which probably goes to show that a 
prophet is without honour only in his 
own country. 

We hope that those of our nearly 
10,000 subscribers who read this note 
will sympathize with the contributor who 
looks to them, in vain, to know 
whether he has burned his night candle 
to a worthwhile purpose. We should 
like to see two or three pages of the 
magazine each month devoted to letters 
from readers commenting on published 


articles as well as upon other matters of , 


interest to the accounting profession. 


Wili someone please comment on this 
suggestion? 


The Tucker Report 


Ww HAVE BEEN treading the Report 
of the Tucker Committee on the 
Taxation of Trading Profits in Great 
Britain which was published in April 
shortly before Mr. Gaitskell’s Budget 
Speech to the House of Commons. 
At the moment there is one excerpt from 
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the report which we would like to reprint. 
Dealing with the subject of the valuation 
of stock-in-trade, upon which the British 
Act contains no specific provisions, the 
Committee concludes that there is no 
ground for recommending any alteration 
to that position, and they add (para. 
284): 
Our main reason for leaving things alone 
is, however, our reluctance to add to the 
legislation with which the statute book is 
already overloaded. Any provisions which 
attempted to lay down rules for valuing 
stocks for tax purposes would have to be 
applicable to every single business falling 
within the income tax net, and the in- 
finite variety of circumstances of United 
Kingdom industry and commerce would in- 
evitably entail a high degree of elabora- 
tion. We are therefore firmly of the 
opinion — and our conclusion is supported 
by the weight of evidence which we heard 
— that it would be unwise to attempt to 
incorporate specific provisions in the sta- 
tute book unless and until difficulties of 
administration and inequalities of inci- 
dence can be demonstrated to exist in a 
far greater degree than they do today. 
As everyone knows, the new Canadian 
Income Tax Act and Regulations con- 
tain very rigid rules for the valuation of 
inventory, and in our annual recom- 
mendations on the Income Tax Act this 
Institute has repeatedly urged their de- 
letion. The above emphatic utterance of 
the Tucker Committee, supported as it 
is by such cogent reasons, will add 
strength to the argument. 


The Tax Review Is Coming 


EADERS WHO THINK that their 

copy of this month’s Tax Review 
was left out or lost may be reassured. 
The Tax Review for June will be along 
shortly in another mail. The fact is that 
a change in the postal regulations now 
makes it more economical to mail The 
Tax Review separately instead of insert- 
ing it in the pages of The Canadian 
Chartered Accountant. 
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The Criteria 
For Professional Status 





By J. E. Smyth, M. Com., C.A. 


Assistant Professor of Commerce, Queen's University 


There are, says the author, 
eight tests by which a profession is to be recognized 





7. older professions typically cast 
a grudging eye in the direction of 
new groups which have the presump- 
tion to regard themselves as profes- 
sions. The conservative view is that 
the list of vocations which can call 
themselves professions was closed some 
time ago. A somewhat more generous 
view, as proposed by this article, is that 
there are certain tests which may be ap- 
plied to the activities of any group to 
determine the validity of its claims to 
professional status. 

There has been much _ discussion 
about “professional standing”, “pro- 
fessional etiquette” and the like. It 
ought not to be surprising then if ulti- 
mately someone should be impertinent 
enough to ask, “What constitutes a 
profession?” or “At what point does a 
means of livelihood become a profes- 
sion?”. The present article will be 
concerned with the answers to these 
questions. 


Eight Criteria 
From what I have learned to date, 
I have been able to isolate as many as 
eight criteria for professional standing. 
These are: 
1. Sale of intellectual services. 


. Training. 

Research. 

. Responsibility to the public. 

. Responsibility to the client. 

. Independence. 

. Judgment. 

. Self-governing professional associations. 
These eight criteria will be examined 

in turn. Some of them, it will be seen, 

are the attributes of professional men 

as individuals, others relate rather more 

to a profession as a whole. The divid- 

ing line between some is blurred, there 

is a good deal of overlapping, but in 

general they are sufficiently separate to 

justify isolating them as a basis for dis- 

cussion. 


To some extent, also, these criteria 
are more the ideals of the professions 
than they are their actual achievement. 
The perfect profession, according to 
these standards, does not in fact exist. 
Nevertheless the fact that the problem 
is one of degree should not prevent us 
from setting up standards which we can 
use when assessing the reasonableness 
of the claims of any group which as- 
pires to professional standing. It is 
only important to remember that in 
doing so we are of course really defin- 
ing what we mean by a profession. 
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1. The Sale of Intellectual Services 


The Concise Oxford Dictionary de- 
scribes a profession as a ‘vocation (or) 
calling, especially one that involves 
some branch of learning or science”. 


A reason for not stopping at this 
point is that the definition is somewhat 
cryptic. But it does at least bring out 
the first characteristic of professional 
practice — the application of an in- 
tellectual technique. 


The “capital” of the professional 
man is largely of an intangible nature. 
It consists in his education and in the 
goodwill he has built up for his prac- 
tice or purchased from his predecessor. 
There are of course instances in which 
some physical capital is required — 
the surgeon and the dentist have their 
instruments and the accountant has his 
black brief case and set of pens con- 
taining coloured ink. 


In selling his specialized services 
the professional practitioner typically 
receives his remuneration in the form 
of a fee. The fee received must not be 
contingent upon the particular measure 
of success which the client may at- 
tribute to the services rendered. Doc- 
tors expect to be paid from the estates 
of patients if that is the way things 
go; the lawyer will render his bill on 
top of an adverse judgment for his 
client; the public accountant will ex- 
pect to be paid even though he uncov- 
ers no fraud or is unable to specify tax 
savings for his client. And it must be 
this way. Otherwise it might be diffi- 
cult to persuade a doctor to treat an 
apparently hopeless case, or to find a 
lawyer to undertake an apparently use- 
less defence; or to engage an auditor 
to ensure that fraud does not exist, 
and possibly act as a deterrent in the 
bargain. 


2. Training 
This second criterion follows quickly 
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from the first: one cannot acquire an 
intellectual skill without training. The 
nature of the work is such that one can- 
not qualify to practise on his own un- 
til he has served with someone who is 
already qualified. He must acquire 
the skill in large part by a process of 
osmosis from those who already have 
it. Some practical experience is a pre 
requisite to membership in most of the 
professions. In the medical profes- 
sion, for example, it takes the form of 
internship and in the legal and ac. 
counting professions, of apprentice- 
ship. 

The apprenticeship system apparently 
owes its origin to the medieval craft 
guilds. The aspiring guildsman be- 
came a party to an agreement or “in- 
denture” defining the relationship be- 
tween master and pupil. Many of the 
terms were intended to inhibit the pu- 
pil. Heaton describes the relationship 
as follows: “ ... the youth promised 
to be industrious, honest, obedient, or- 
derly and loyal. His master’s com- 
mands he would obey, his goods he 
would protect from theft, waste or in- 
jury, his trade secrets he would keep. 
Taverns and gaming houses he would 
not frequent, matrimony he would not 
contract. He would not run away or 
be guilty of a ‘folly or jollity’ that 
might injure his master. In return he 
was taught all that appertained to the 
art, craft, or mystery, to be fed, clothed, 
often lodged and chastised when he de- 
served it.” 


While the modern apprentice is only 
fed and lodged by his employer on 
out-of-town trips, and is seldom sub- 
jected to corporal punishment, the 
other terms of the medieval arrange- 
ment strike a close parallel. By way 
of comparison we may consider the 
following extract from the standard 





1H. Heaton: “Economic History of Europe”, 
Harper & Bros. N.Y. 1948, p. 205 
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form for articles of clerkship adopted 
by the Institute of Chartered Account- 
ants in England and Wales. The clerk 
“shall not cancel, obliterate, spoil, de- 
stroy, waste, embezzle, spend or make 
away with any of the books, papers, 
moneys or other property of the said 
accountant” nor “make copies of any 
books or papers belonging to or in 
the custody of the accountant’’.? 

The apprenticeship imposed on those 
who wished to learn a craft had to be 
extensive as long as there was no means 
of being sure, otherwise, that the pu- 
pil had become competent enough to 
practise on his own without disgracing 
the calling. With the advent of the 
written examination system* a new 
means of testing competence became 
available and it became possible to re- 
duce the length of apprenticeship ma- 
terially. On the other hand many 
professional skills have, along with so- 
ciety itself, become more complex since 
1900 and the training required has been 
on the increase again. 


The Place of Universities 


The relationship of the universities 
to the professions begs the distinction 
between training and education. The 
development of the professions has had 
most significant consequences for uni- 
versities. In some faculties, particular- 
ly medicine and dentistry, the courses 
are likely to be very specialized and 
to fall in the category of training. The 
engineering profession seems to have 
become conscious of the dangers of 
extreme specialization in its univer- 
sity courses. In many respects the ac- 
counting profession has the best ar- 
rangement of any with universities in 
that the Commerce course will include 


2See The Students’ Department, The Cana- 
dian Chartered Accountant August 1948 

®See A. M. Carr-Saunders and P. A. Wilson, 
“The Professions” (Oxford at the Claren- 
don Press 1933) 





273 


many subjects other than accounting, 
subjects like economics, politics, indus- 
trial relations, mathematics, and pos- 
sibly languages. University graduation 
is not, however, a prerequisite for ad- 
mission to the accountancy profession 
in Canada but it entitles a student-in- 
accounts to a reduction in the -required 
term of apprenticeship following grad- 
uation. The proportion of university 
graduates to high school graduates en- 
tering the profession tends to increase 
but some firms consider that a portion 
of their office work is of such a routine, 
menial nature that it would not be suit- 
able for university graduates. Accord- 
ingly high school graduates in limited 
numbers may continue to find a means 
of entering the profession for some 
time to come. 

Writing in 1933, Sir Alexander Carr- 
Saunders and P. A. Wilson predicted 
that “. .. . apprenticeship, even in its 
modern form, is steadily losing ground 
before the universities and other train- 
ing institutions.”* They cite the fol- 
lowing remarks of a writer in the 
Political Quarterly: “I had almost said 
that the purpose of a university was to 
prepare for the professions, and I 
should be ready to defend this, provid- 
ed the qualifying words ‘in a liberal 
spirit’ are not merely omitted but em- 
phasized. Without such emphasis it 
is safer to say not that its purpose or 
object is the professions, which may ap- 
pear too utilitarian, but that it does in 
fact prepare for the professions by pur- 
suing the sciences on which those pro- 
fessions are founded.” 

The professions are commonly asso- 
ciated with the middle classes. One of 
the main reasons is that a candidate 
for membership is subjected to an ex- 


tended period of training in which his 


1 ibid, p. 317 

5 Professor Alexander in The Political Quar- 
terly vol. ii (1931) cited in “The Pro- 
fessions” #bid, p. 377 
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remuneration is such as to require sub- 
sidization from parents. 


3. Research 


“There can be no patent or copyright 
on professional information.” (Carl H. 
Nau, president of the American Insti- 
tute of Accountants, 1921.) 


Research is likely to lead to more 
spectacular results in professions like 
medicine and engineering than in the 
teaching, accounting, architectonic, 
legal, or actuarial professions. Never- 
theless it would not be accurate to say 
that research is not possible for the 
latter professions. Because profession- 
al work is of an intellectual nature 
there are bound to be differences of 
opinion. Then research, if it cannot 
lead to startling discoveries, can at 
least serve to bring differences of opin- 
ion, and the reasons for the opinions, 
to light. It can provide a means by 
which the views of the more thought- 
ful practitioners are made available to 
the entire profession, and to the pub- 
lic generally. This would appear to be 
the role of research in the accounting 
profession. 


The individual practitioner in any 
of the professions is likely to be too 
busy with his own practice to have 
time to ask himself many penetrating 
questions about what he is doing. As 
much of his every-day work requires 
concentration and brain-work, he is not 
disposed to pursue the theoretical as- 
pects after-hours, if indeed he has many 
after-hours. The result is that research 
is delegated to a small committee of 
the professional association and the 
consciences of individual practitioners, 
if they ever were murky on the point, 
become clear again. 


Further, the apprenticeship system 
does not encourage introspection by in- 
dividual practitioners. Students work 
continuously with qualified members of 
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the profession with the consequence 
that the “qualified” and the “unquali- 
fied” are continually exposed to one 
another. The student soon comes to 
believe he has nothing until he has 
his degree. This is no doubt a good 
thing if it stimulates him. On the 
other hand when he does obtain his de- 
gree he may become complacent at least 
insofar as the theoretical aspects of his 
work are concerned. At any rate he is 
likely to undergo a reaction to his pro- 
tracted studies from which he may not 
recover for some time if at all. Study 
groups for the “investigation of subtle- 
ties” do not appeal to accountants, for 
example, as a mode of relaxation. “Ac- 
counting thought” says one writer, 
“has lain dormant for generations arous- 
ing itself sluggishly for self-improve- 
ment only after it has been kicked 
awake.”* If one considers the back- 
ground of research in the accounting 


profession he is bound to admit there 
is some truth in the allegation. 


American Institute Leads Way 


The American Institute of Account- 
ants has led the way among the pro- 
fessional accounting associations of 
Britain, United States and Canada in 
the matter of advancing accounting 
theory. Its Committee on Accounting 
Procedure has issued 40 bulletins to 
date and its Committee on Auditing 
Procedure some 24 statements. Mem- 
bers are not bound to conform with the 
pronouncements of the committees, as 
such, but they nevertheless have an im- 
portant effect in formulating and crys- 
tallizing opinion on leading questions 
currently faced by the profession. Some 
of the statements have acquired greater 
authority by virtue of having been sub- 
mitted to the annual general meeting 


€L, A. Carman, “Primary Accounting Con- 
cepts” The Journal of Accountancy, vob 
LXI, p. 348 
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of the Institute for approval.’ Equally 
as important, insofar as they relate to 
audit procedure, the statements pro- 
vide an additional basis upon which a 
court may decide whether or not a pub- 
lic accountant has been negligent.® 

In Canada the Committee on Ac- 
counting and Auditing Research of the 
Canadian Institute of Chartered Ac- 
countants has issued some five bul- 
letins. The Institute of Chartered Ac- 
countants in England and Wales peri- 
odically makes “Recommendations” to 
its members. 

The more active concern of the pro- 
fession in the United States with the 
formulation of accounting principles 
and theory is attributable largely to two 
factors. First, the audit of limited 
companies is not “statutory” in the 
United States while in Britain and Can- 
ada Companies Acts require an indepen- 
dent audit of public limited companies 
as a matter of course. The profession 
in U.S. has therefore been somewhat in 
the position of having to recommend it- 
self to industry and commerce by way 
of reputation alone. The develop- 
ment of recognized standards and the 
encouragement of uniform practices 
tend to create public confidence and 
achieve public recognition for the pro- 
fession. 


Influence of S.E.C. 


The second and possibly the more 
immediate explanation is the existence 
of the Securities and Exchange Commis- 
sion. The S.E.C. was formed in 1934 as 
provided in The Securities Exchange Act 
of that year. The S.E.C. stated as one 
of its primary functions “to secure an 
adequate disclosure of the material facts 





‘See particularly “Statement on Auditing 
Procedure No. 23” 

®See A. M. Cannon, “Significance of Audit- 
ing Statement 23 J. Relation to Account- 
ants’ Liability”, The Journal of Accountancy, 

Nov. 1950, p. 376 
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regarding corporations whose securities 
are registered on national securities ex- 
changes... "® 

The S.E.C. has jurisdiction over the 
presentation of data in financial state- 
ments of companies issuing securities to 
the public. Its jurisdiction applies not 
only to the occasion on which shares are 
issued to the public, but to all subsequent 
years in which the stock may be traded 
on the exchanges. The chief accountant 
of the S.E.C. has become an important 
man on the American accounting scene 
and the rulings of the Commission as 
to the necessary content of financial state- 
ments and its decisions as to whether the 
auditor reporting on them is really an 
“independent” auditor are all-important 
matters in the financial reporting of 
limited companies. If the S.E.C. is not 
satisfied with the financial statements of 
a company it may refuse to file them 
and the stock of the company ceases to be 
eligible for trading on the exchanges un- 
til the matter is rectified. 

The rulings of the S.E.C. have the 
force of law while the statements of the 
American Institute of Accountants have 
at most a certain stigmatizing force for 
members. The active concern of the pro- 
fession in the United States is therefore 
attributable in part to a fear that the 
S.E.C. may otherwise completely assume 
the prerogative by default. 

The problem is not as urgent in Can- 
ada but it is at least recognized. In 
referring to the bulletins of the Com- 
mittee on Accounting and Auditing Re- 
search of the Canadian Institute of 
Chartered Accountants, Mr. J. R. M. 


® From First Annual Report, S.E.C. year ended 


30 June 1935 (cited by B. Greidinger, 
“§.E.C. Administrative Policy in Financial 
Statements” The Journal of Accountancy, 
March 1942. The Act was a recognition 
of the fact that the analysis of financial 
statements for investment reasons had large- 
ly superseded their analysis for credit pur- 


poses. 
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Wilson, chairman of that Committee for 
1950, said in his report, “The value of 
the bulletins, if they are generally ac- 
cepted by members of the profession, lies 
in the fact that the profession itself and 
not someone else is saying what may be 
considered to be good accounting prac- 
tice in Canada.’’!° 


Research in accountancy has not been 
much in the direction of economics. The 
public accountant is engaged by individ- 
ual clients and accordingly confines his 
attention almost exclusively to their busi- 
ness data. He sniffs superciliously at at- 
tempts by government agencies to collect 
business data for a whole community or 
country. Sir Josiah Stamp registered his 
disapproval when, in 1921, he made what 
he called a “serious indictment of ac- 
countants” in an address to the Incorp- 
orated Society of Accountants and Audi- 
tors in England. He said, “Scientific ac- 
countancy has now been developing for 
some fifty years but I cannot trace that 
it has yet made a single substantial con- 
tribution to economic science over its 
own field of analysis of the results of 
industry although it has practically a 
monopoly grip of the required data.” 


4. Responsibility to the Public 


“The difference between trade and 
profession is clear,” says another writ- 
er. “The essence of the former is 
that its only criterion is financial return 
which it offers to the individuals con- 
cerned. The essence of the latter is 
that though men enter it for the sake 
of a livelihood, the measure of their 
success is the service which they per- 
form, not the gains they amass... . 
The highest ideal of a profession is 


10The Canadian Institute of Chartered 
Accountants, Report of Annual Meeting 
1950, p. 10 

11 The Accountant vol. LXV (1921) p. 505 
(also cited in “The Professions” p. 226) 
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public service, which, indeed, is its 
main function... .’"2? 

It is of public importance that there 
exist persons prepared to render ser- 
vices without some preliminary assur- 
ance of remuneration. The point is 
especially relevant for the medical and 
dental professions. It is of some im- 
portance in the legal profession, al- 
though there is a widespread opinion 
that much more needs to be done in the 
interests of those who cannot afford to 
take the chance of having to pay court 
costs. Accountancy has not quite the 
same problem because like some of the 
newer professions it serves business en- 
terprises for the most part rather than 
individuals. Nevertheless the phenom- 
enon of the “charity audit” is familiar 
to most public accountants. 

The professional man must, from the 
nature of his work, be one in whom 
the public can place much trust. Pharm- 
acists sell poisons; lawyers defend per- 
sons accused of serious criminal 
charges, have much to do with the 
drafting of Acts of Parliament, and 
consider themselves the champions of 
the rule of law; doctors diagnose cases 
and perform operations; the public ac- 
countant reports to shareholders, and 
the public, on the financial affairs of 
limited companies, and to prospective 
investors on the facts contained in a 
prospectus. Engineers build bridges 
which ought not to collapse. 


Regulatory Legislation 

The professional associations have con- 
sidered that where proposed legislation 
affects their field of practice they should, 
in the public interest, express an opinion 
on the matter, as being especially quali- 
fied to do so. As an example, the legal 
and accounting professions in Canada 


12 A. Crew “The Profession of an Accountant” 
(Cited in The Journal of Accountancy Nov. 
1925, pp. 390-391) 
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have cooperated through the Canadian 
Tax Foundation to investigate the effects 
of existing and proposed taxation. 

Practice as a public accountant has 
been recognized as a matter of sufficient 
public interest in some jurisdictions that 
legislation has been enacted to set up a 
licensing authority. Applications for li- 
cences are an annual affair and a licence 
can be refused one whose practice has 
proved disreputable. In August 1950 
Ontario joined Quebec and P.E.I. to re- 
quire the “registration” of public account- 
ants. There is a possibility that regis- 
tration may come in Britain. Attempts 
at registration in some American States 
early ran into a constitutional difficulty, 
as the Courts were not persuaded that 
accountancy affected ‘‘the public health, 
comfort, safety or welfare.’’*% 

Some of the amenities of professional 
life come in the form of the prestige 
which attends responsibility to the pub- 
lic. The London Times was regarded 
as such a national institution in England 
that in 1926 a plan was devised to keep 
the paper ever from falling into un- 
worthy hands. A committee of five em- 
inent men was appointed and incorpor- 
ated with power to give or withhold 
approval of any proposed transfer of 
ownership. The men selected were the 
Lord Chief Justice of England, the war- 
den of All Soul’s College, Oxford, the 
president of the Royal Society, the gov- 
ernor of the Bank of England and the 
president of the Institute of Chartered 
Accountants in England and Wales.’ 


5. Responsibility to the Client 


A lawyer has put it this way: ‘Those 
who deal in goods, the merchants and 
manufacturers, have a code of their 


18 See reference to the decision of the Supreme 
Court of Illinois, February 1926 in edi- 
torial in The Journal of Accountancy April 
1926 (editorial) 

14 See editorial, The Journal of Accountancy, 
Oct. 1926, p. 281 
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Professor J. E. Smyth, M. Com., 
C.A. was graduated in Commerce 
and Finance from the University 
of Toronto in 1941, was admitted 
to the Ontario Institute in 1945 
and is now assistant professor of 
Commerce at Queen’s University. 
Readers will recognize him as the 
editor of the Students’ Depart- 
ment of this Journal. 


own, as high perhaps as ours, but of a 
different character. Goods are tangible 
and so the law says the buyer must 
beware; it is up to him what he buys 
and if he wishes to protect himself 
he must ask for warranties and guaran- 
tees. It is otherwise with services. 
Those who employ us cannot know 
what they are getting — it is intangible 
and they must trust us to give it to 
them.”’5 


A professional practitioner has a per- 
sonal liability to his client for the con- 
sequences of the services he performs. 
Admittedly the Courts are loath to find 
him negligent, not often being them- 
selves competent to judge the adequacy 
of specialized services, but it is not 
impossible that he may be an unsuccess- 
ful defendant. In any case, the pro- 
fessional man’s reputation is of far 
more significance for him that the com- 
paratively remote possibility of an ac- 
tion for damages. 

Professional men practise either as 
individuals or as partnerships. To prac- 
tise as a company with limited liability 
would be to admit a lack of confidence 
in one’s own qualifications which is 
quite unbecoming. It would also in- 
terject an impersonal element into a 
situation which, even as between the 


15 George R. Nutter, president of the Boston 
Bar Association at meeting of the Massa- 
chusetts Society of C.P.A.’s, April 27, 1925 
(quoted in The Journal of Accountancy, 
June 1925, p. 480) 
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larger accounting firms and their large 
clients, still remains essentially person- 
al. The element of personal contact in 
professional practice is important and 
if one might venture an objiter dicta, the 
decline of the clergy in many quarters 
is a case in point. 

A client is not able immediately at 
any rate to appraise the quality of the 
service rendered. A dentist might fill 
more teeth than was necessary; a doctor 
might perform an unnecessary operation 
as a means of meeting his income tax 
liability. A lawyer or public accountant 
may be in a position to do more work 
than the client needs, or even to charge 
for work not done. But I must not 
pursue my point further as it is obviously 
repugnant. The professional man ought 
not to exploit his client. 


Loyalty to the Client 
The relationship between practitioner 


and client brings to mind certain aspects 
of the law of agency. The professional 
man owes his client complete loyalty just 
as an agent is said to owe complete loyal- 
ty to his principal. A public accountant 
should know in his heart that it is wrong 
for him to accept a commission from a 
stationer or manufacturer of bookkeeping 
machines as a reward for persuading the 
client to use the appropriate office sup- 
plies or equipment. A doctor should 
have no proprietary interest in the manu- 
facture of any of the remedies he recom- 
mends. A patent agent who gets an idea 
for some improvement in an invention 
as a result of work he is doing for his 
client should give his client the idea and 
not try to exploit it to his own advan- 
tage. 

In much the same vein, the profes- 
sional man does not use a knowledge of 
his client's affairs to further his own 
purposes. Public accountants, it is widely 
believed, should not have any substan- 
tial interest (relative to their own 
wealth) in the stock of a company of 
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which they are auditors. As auditors 
they would have access to information 
likely to influence the market before the 
other shareholders; and they are engaged 
to act for the shareholders as a whole. 


A professional man may occasionally 
find his position compromised because 
of information which comes to his at- 
tention and which, in the public interest, 
ought probably to be revealed. This is 
a problem of long standing in the legal 
profession which develops when the ac- 
cused privately confesses his guilt to his 
lawyer. Suppose a public accountant 
learns his client is attempting to cheat 
the Receiver General, what should he 
do? The best opinion seems to be that 
the public accountant should refuse to 
carry on with the engagement but not 
inform. The matter is not quite as 
simple for the lawyer. The latter may 
instead urge his client to plead guilty 
either with a view to seeking a mini- 
mization of penalty or to arguing that 
the deed, while admitted, still does not 
constitute an offence. 


The consensus of opinion is that an 
individual should be free to seek the 
advice of a professional man in the 
assurance that his confidences will not 
be abused. If it were otherwise, many 
would be afraid to seek the advice they 
need in time of trouble. 


The need for this confidential rela- 
tionship would be cited by many public 
accountants as the answer to the charges 
made by Sir Josiah Stamp, quoted prev- 
iously. The public accountant is unwill- 
ing to divulge data without the prior 
consent of his client and indeed does 
not feel it his place to urge the client 
to make additional data available. This 
of course is only a partial answer to the 
charges. Presumably no harm would come 
from compiling data in aggregates which 
do not identify the individual sources; 
but the problem is to persuade business 
men and not public accountants of this. 
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The public accountant is, however, in a 
position to educate his client. 


6. Independence 


The immediate past president of the 
American Institute of Accountants has 
observed, “Independence is the only dis- 
tinguishing characteristic of the profes- 
sional accountant which sets him apart 
from the well-trained technician in priv- 
ate employ. Independence is indispens- 
able.”’2® 

The professional man is supposed to 
be able to reach conclusions uninfluenced 
by the personal interests of those who 
control his remuneration. This is indeed 
a high standard. It is safe to say that 
it is not fully attained in any of the 
professions. 

Independence, or freedom to express 
an opinion dictated solely by the circum- 
stances of the case, is easier to achieve 
where the practitioner does not have to 
rely upon a single client for his liveli- 
hood. Carr-Saunders and Wilson put it 
as follows; ‘‘. . . the typical professional 
man is not in the continuous salaried em- 
ployment of any single individual or 
body. He is a free lance who is consulted 
by his client only as and when occasion 
demands.”"" 

The real test of course is whether the 
man is independent and not whether he 
is in continuous salaried employment; 
but a lack of independence is so often 
associated with salaried employment that 
a plural number of clients is sometimes 
made a criterion of professional standing. 

It is only fair to say that it is not 
impossible for a person to retain some 
measure of independence while in the 


16 J. H. Stewart, “Problems of Small Practi- 
tioners", The Canadian Chartered Account- 
ant, December 1950, p. 243 (from an ad- 
dress at the annual meeting of the Domin- 
ion Association of Chartered Accountants, 
August 1950) 

17“The Professions” p. 394 
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employment of a single person or con- 
cern. Teachers, for example, have some 
latitude in the opinions they express in 
class. In the civil service it is a jeal- 
ously guarded prerogative that there 
should be independence from the political 
party in power; and the highly placed 
civil servant should find nothing incom- 
patible in assisting a succession of cabinet 
ministers of different political faiths. 


The Public Accountant 


When we turn to accountancy we find 
considerable authority for the view that 
of all accountants it is only the public 
accountant who has a claim to profession- 
al status. A. P. Richardson, editorial- 
izing in The Journal of Accountancy as 
far back as 1925 had the following to 
say on the matter: “. . . there is no 
virtue whatever in the theory that a man 
who is a good keeper of accounts has 
a right to describe himself as a public 
accountant. The designation [public ac- 
countant] should be rigidly restricted to 
the professional practitioners. It is an- 
omalous to speak, for example, of a con- 
troller of a corporation as a . . . public 
accountant. The thing contradicts itself 
. . . This must not be interpreted as any 
attempt to disparage the ability of men 
in private employment. Many of them 
are far abler than the average of public 
practitioners.”’*® 

The public accountant may be defined 
as the independent auditor of a business. 
In the case of limited companies he is, 
in Canada and Britain, elected by the 
shareholders at the annual meeting. He 
is their representative to report on the 
fairness of the accounts presented by the 
directors. To the extent, however, that 
the influence of shareholders in the affairs 
of the company is ineffective the auditor 
is retained at the pleasure of manage- 
ment. Whether or not pressure is often 


18 The Journal of Accountancy, March 1925, 
pp. 198-199 
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brought to bear on the auditor by man- 
agement, the mere fact that it is not by 
any means impossible is a serious limiting 
factor to the independence of the public 
accountant, particularly if he values the 
audit in question. The requirements of 
the Companies Acts to the effect that the 
auditor cannot be a director of the com- 
pany or a partner of a director or any- 
one in the employ of a director are only 
a partial guarantee of independence in 
fact. 

J. L. Carey in his book ‘Professional 
Ethics of Public Accounting” has written 
“In the last analysis, therefore, it is his 
independence which is the certified public 
accountant’s economic excuse for exist- 
ence,”"2® 


The Executive Committee of the Amer- 
ican Institute of Accountants has made 
the following statement: “It has become 
of great value to those who rely on 
financial statements of business enter- 
prises that they be reviewed by persons 
skilled in accounting whose judgment is 
uncolored by any interest in the enter- 
prise and upon whom the obligation has 
been imposed to disclose all material 
facts.’’2° 


Most Important Test 
of Professional Status 


The most important test of profession- 
al status is the test of independence. 
This is the one criterion by which pro- 
fessional status would be most often 
judged by those who had given the 
matter any thought at all. It is im- 
portant if for no other reason than that 
professional standing is achieved by repu- 
tation and not by declaration. 

One sometimes hears the assertion that, 
say, journalists are members of a profes- 
sion. A pertinent question to ask then 


19 Cited by G. R. Donnell, “What is a Cer- 
tified Public Accountant?” The Accounting 
Review, January 1951, p. 48 


2 Cited, ibid, p. 48 
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is how much latitude they have in ex- 
pressing views inimical to their publish- 
ers. In a similar way we may consider 
the professional standing of the clergy. 
We may consider the minister of a well- 
to-do congregation for whom the eye of 
the needle has become the eye of a darn- 
ing needle and the camel microscopic. 


The traditional attitude of professional 
men towards the state has been as St. 
George to the dragon. Indeed the opin- 
ion has been expressed that the contribu- 
tion of the middle classes has been to 
hold the state at bay.2 According to 
professional standards there is an ele- 
ment of subservience in bending the knee 
to governmental authority. The medical 
doctors particularly, in their opposition 
to state medicine, have sensed that in 
the virtual elimination of private prac- 
tice some of the professional aspects of 
their calling would be lost and gone 
forever.?? 


Render unto Caesar... 


The view has even been expressed 
that the origins of professional philoso- 
phy trace back to the early days of 
Christianity. Society divided its energies 
between the activities which “belonged” 
to Caesar and those which did not, fol- 
lowing the Scriptural injunction. The 
professions developed in fields outside 
the political (Caesar’s) arena. They 
could only survive on this basis if they 


21“They are... . the main barrier against 
unrestricted state power.” Lewis and Maude: 
“The English Middle Classes”, Phoenix 
House, London 1949, p. 278 

22“They revolted from the thought of their 
profession becoming a disregarded append- 
age of the State, to be fobbed off with 
pittances, gradually loaded with adminis- 
trative work which ought to be done by 
government clerks, and compelled to under- 
take the distribution of free milk to chil- 
dren. That might be good enough for 
school teachers; but the medical profession 
still had status and an organization to de- 
fend it.” (ibid, p. 158) 








— = 


> @& Yo 








set up for themselves certain standards 
peculiar to their needs, not the least of 
which would be standards which would 
keep them above reproach and so less 
susceptible to political interference. The 
“ethics” of the professions, which are 
over and above the law of the land, were 
no doubt the justification the early pro- 
fessions (or craft guilds) could offer for 
an independent existence. Running 
through the ethics of the professions is 
the ideal, the search for, and insistence 
upon truth for its own sake. (R. H. 
Montgomery has said, for example, that 
the prime purpose of auditing is “the 
discovery and disclosure of truth.”’?*) 
This requires a high order of independ- 
ence. The concept of “professions” as 
used in this article ceases to have its 
full meaning as the State assumes more 
and more of their prerogative. 

The authors Lewis and Maude have 
developed a thesis to explain the tend- 
ency towards state control of the profes- 
sions in England. They place the blame 
on the professions themselves. The pro- 
fessions have been guilty of excessive 
specialization, of a “blinkering of intel- 
lectual vision” and of “a narrowing of 
culture”. Eventually the special training 
required becomes so extensive and costly 
that it must be subsidized by the State. 
And then, the authors say, “All the evi- 
dence suggests that increased dependence 
on the state results in a progressive lower- 
ing of the social and economic status 
of a profession.”"** 


Trend Towards Specialization 


Others too have expressed misgivings 
about the trend in the professions to- 
wards extreme specialization to the ex- 
clusion of all else. In an address to the 
Federation of University Students in 
Madrid José Ortega Y Gasset made a 
remark which has since been quoted often 


22 Montgomery’s Auditing, 7th ed., preface p. 
iii (Ronald Press, 1949) 
% sbid, p. 163 
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with approval. He said, “Civilization 
has had to await the beginning of the 
twentieth century to see the astounding 
spectacle of how brutal, how stupid, and 
yet how aggressive is the man learned in 
one thing and fundamentally ignorant 
of all else.”?5 


Government regulation of industry and 
commerce has contributed substantially to 
the private practice of many professional 
men, particularly lawyers and accountants, 
and the case of the professions versus 
the State is beginning to become con- 
fused. Indeed accountancy seems pres- 
ently to be the one profession most dis- 
posed to reach a modus vivendi with the 
State. Accountants seem more willing 
now to adapt themselves to changes in 
income tax law, for example, than to 
oppose them on grounds of accounting 
theory. In addressing the London and 
District Society of the Incorporated Ac- 
countants again in 1938 Lord Stamp said 
in part, “. . . the more widely planning 
or conscious interference proceeds across 
the nation’s activities . . . the more ex- 
tensive is the natural price system under- 
mined, and the more we must depend 
upon artificial or accountancy approxi- 
mations to determine policy ... A 
planned world will only be kept in work- 
ing order it seems to me by a phenom- 
enal development of accountancy . . .”%* 


7. Judgment 


An accountant has observed, ‘‘In every 
case the distribution of an account is 
based on a human purpose or intention 
rather than on a scientific fact which 
may be objectively ascertained.”?" 


25“The Mission of the University” cited by 
C. A. Ashley, The Commerce Journal, The 
University of Toronto 1947; also sbid, p. 
147 

26“The Future of the Accountant”, The Can- 
adian Chartered Accountant, May 1939, 
pp. 345-6 

2T Mourice E. Peloubet, “Art or Science”, The 

Accounting Review, October 1945, p. 393 
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Most important decisions are, in the 
last analysis, a matter of judgment rather 
than of formulae. The services rendered 
by professional men, being intellectual 
in nature, involve more of judgment 
than the person unfamiliar with the tech- 
niques might suppose. The person who 
does nothing but follow preconceived 
rules lacks one of the attributes of the 
professional man. 


The point may be illustrated by refer- 
ence to the work of the public account- 
ant. As an independent auditor he should 
not slavishly follow an audit programme 
prepared in advance. The audit pro- 
gramme will prescribe a minimum of 
work to be done and there remains an 
important residue which derives from 
the imaginative qualities of the auditor 
himself. 


The public accountant who has a num- 
ber of clients engaged in different busi- 
ness activities acquires in the course of 
many years’ work considerable insight in- 
to business affairs. In fact his access to the 
councils of industry and commerce is 
unique. In the course of time he may 
acquire the kind of judgment that is 
tempered by much observation. He may 
become a valuable man to his clients for 
his advice as well as for his accounting 
skill. A knowledge of double entry 
theory has become for the public ac- 
countant much the same as a knowledge 
of the alphabet is for a playwright. It 
is a prerequisite merely. A prominent 
public accountant whom I met recently 
observed that he had not had any direct 
contact with a set of books for the past 
ten years. 


The element of judgment involved in 
practice is no doubt the reason why it is 
difficult to succeed in a legal action for 
negligence brought against a professional 
man. There is a point beyond which 
standards of competence cannot be ap- 
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plied by a Court. It also probably ex- 
plains why the disciplinary measures of 
professional associations are confined to 
moral offences. Members are not likely 
to be either expelled or suspended for 
mere technical incompetence. 


To pursue this criterion of “judg- 
ment” further would doubtless lead to 
a discussion of whether accountancy is 
an art or a science. We might even 
have to consider whether there are such 
things as “‘principles” of accounting, and 
this is a whole subject in itself. 


8. The Self-Governing 
Professional Association 


“The distinguishing characteristic of a 
profession,” an accountant has said, “is 
its independence as evidenced by its self- 
government.”’28 


I have placed the self-governing pro- 
fessional association last on my list for 
the reason that a profession does not be- 
come such merely by organizing an as- 
sociation and announcing to the world 
that it is a profession.2® Viewed from 
another angle, however, an autonomous 
association is an important means by 
which a profession maintains its inde- 
pendence. The professional association 
is typically an organization with a sep- 
arate legal existence and power to hold 


28 A. Crew, “The Profession of an Accountant” 
cited by The Journal of Accountancy, No- 
vember 1925, pp. 390-1 

29 Tt is not that the idea has been overlooked. 
In England in 1844 the Royal College of 
Veterinary Surgeons was granted a Royal 
Charter which read in part, “We do further 
declare and grant that the veterinary art as 
practised by members of the said body poli- 
tic and corporate shall be henceforth deemed 
and taken to be, and recognized as, a 
profession.” (See A. M. Carr-Saunders and 
P. A. Wilson, ibid, p. 127) 














property in its own name.® Elected rep- 
resentatives will constitute a council with 
authority to administer the affairs of the 
association and appoint committees for 
research and discipline. 


The important function of the profes- 
sional association is to enforce among 
its members rules of conduct or “profes- 
sional ethics”. For example, the rules of 
the legal profession have been explained 
thus: “. . . The essence of these rules 
[is] that it [the association] assumes 
certain responsibilities for the competence 
of its members or the quality of its wares 
and that it deliberately prohibits certain 
kinds of conduct on the ground that 
though they may be profitable to the 
individual they are calculated to bring 
into disrepute the organization to which 
he belongs.’’** 


Carr-Saunders and Wilson have sug- 
gested that the rules of professional 
conduct are “largely an adaptation of the 
standards of the priest and the gentle- 
man to the requirements of certain voca- 
tions in present-day life.”*? The “gentle- 
man” of the past would have been em- 
barrassed to be associated with such mun- 
dane matters as the affairs of trade; and 
the professional man of today holds him- 
self aloof from the hurly-burly of the 
market place. At least the market is 
supposed to come to him, not he to the 
market. Members must not advertise 


80 The association may be created either by 
special act of Parliament as with the various 
provincial Institutes of chartered accountants 
in Canada or under the general provisions 
of a Companies Act as an “incorporation 
not for profit”, as with the British Medical 
Association. By the former method, the 
statute must be amended to change the 
charter, but the Royal Charter is believed 
to give added prestige and to sanction the 
use of “fancy titles” such as “chartered ac- 
countant” (see sbid, pp. 331-2) 

81 J. H. Cohen, “The Law, Business or Pro- 
fession” 

“The Professions”, ibid, p. 421 
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their personal qualifications and must 
show a fine regard for their fellow prac- 
titioners by declining to compete with 
them on a price basis and by refusing 
to accept engagements in which the 
client expects a compromise of profes- 
sional standards. A former editor of 
The Journal of Accountancy summed it 
up, perhaps a little superciliously this 
time, when he wrote, “It has become 
almost an axiom that the professions 
shall allow others to praise them.’’** 


Means of Enforcement 


Such rules as have been suggested re- 
quire enforcement. This is accomplished 
by appointing a Committee on Discipline 
to consider the cases of members accused 
of a breach of the prescribed code of 
ethics. The decision of the committee 
may take the form of acquittal, of cen- 
sure (with or without publication of the 
name of the offender), suspension from 
membership for a period of time, or in 
the extreme, of expulsion. 

In many ways the medieval craft guilds 
were the economic forebears of the mod- 
ern professional associations. They had 
their code of conduct and they could 
discipline members. Some of the par- 
allel may be seen in another brief quota- 
tion from Heaton’s Economic History 
of Modern Europe: ‘‘Masters must not 
try to steal one another’s workmen or 
customers or strive to gain an advantage 
in securing raw materials. Goods must 
not be hawked through the streets, but 
be offered only in shop or market. At 
St. Omer the seller was forbidden to 
attract attention by blowing his nose 
or sneezing when customers were 
around..." 

The decline and disappearance of 
guilds as a whole has been attributed 
by some to expanding markets and the 


83 A. P. Richardson, The Journal of Account- 
ancy, March 1927 
84 jbid, p. 207 
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need for greater capital resources than 
could be provided by the artisans them- 
selves.*® But while the need for more 
capital became increasingly urgent in 
industrial and commercial lines it was 
not felt nearly so much by those who 
earned a living by rendering intellectual 
services. Of all the guilds the craft 
guild managed to survive and it became 
the professional association. In particu- 
lar there has been a continuity in the 
organizations of apothecaries and sur- 
geons right back to medieval times.** 


The Trade Union 

We have yet to consider briefly the dif- 
ference between professional association 
and trade union. There is first a legal 
distinction: the trade union is an unin- 
corporated body. Secondly, there is the 
question of discipline. The trade union 
disciplines its members for what may be 
called “economic offences” — such mat- 
ters as neglecting to obey a strike order, 
or accepting less than union rates. Pro- 
fessional associations have generally 
frowned upon the strike as a weapon 
for attaining their ends because it of- 
fends the professional attribute of re- 


£5 “The Professions”, sbid, p. 294 

3¢“They retained their vitality and though 
they have been profoundly altered by the 
accumulation of small changes, they remain 
the professional associations of surgeons and 
apothecaries today.” (“The Professions” 
ibid, p. 294) 
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sponsibility to the public. While prac- 
titioners are not supposed to compete 
with one another on the basis of price, 
their associations have not often posted 
a minimum scale of fees. The main 
difference is one of aims. The trade 
union is interested in improving work- 
ing conditions for its members and in 
engaging management in a battle for 
economic power. The main purpose of 
the professional association is to label 
its members as qualified practitioners or, 
as Carr-Saunders and Wilson have put 
it, “to hall-mark the competent”. 


In these days when it is said men are 
searching for some institution to make 
a basis for faith, when the force of re- 
ligion is not what it used to be, it may 
be that the professional association will 
provide a haven for many in the middle 
classes. Neither the upper nor the lower 
classes can be said to work for the love 
of it. Perhaps the professions provide 
a reservoir of people for whom work is 
yet a philosophy.*” 


37“But the impulse to free association has 
never been more vigorous than during the 
last century; men find opportunities of en- 
larging their contacts with their fellows and 
satisfying their interests by memberships of 
associations to an extent that has never been 


known before. Of the many centres of as- 
sociation there is not one which is more 
compelling than the vocation which a man 
pursues.” (‘The Professions”, ibid, p. 495) 
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At qualified persons who engage in 
the practice of public accounting 
and auditing, with particular emphasis 
on the latter, are required by professional 
ethics to guard carefully the information 
which is obtained and recorded during 
an audit of the books and accounts of 
a client. The manner in which this in- 
formation is recorded and the arrange- 
ment of the working papers in the file 
are largely a matter of choice, but since 
these papers become what might be 
termed a “reference library” for each 
audit, their preparation and order of 
arrangement are necessary and important. 
Students in auditors’ offices are ac- 
quainted at an early stage with the neces- 
sity for keeping neat and complete work- 
ing papers. It is unfortunate that all 
people are not gifted with good hand- 
writing but this is not essential so long 
as all facts and figures are recorded 
legibly and without ambiguity. In most 
cases, the working papers will be re- 
viewed by seniors and may be referred 
to by other members of the firm or staff. 
When one is preparing a permanent 
record the need for neatness and clarity 
cannot be over-emphasized. 


The preparation and order 
of arrangement of each audit’s “reference library” 


An address to the semi-annual meeting of the P.E.J. Institute, Dec. 1950 
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By E. M. Davison, C.A. 


Principal Uses of Working Papers 


1. They provide the information and di- 
rection for the proper conduct of an 
audit. 

2. They indicate the scope of the work 
covered by the audit. 

3. They portray the manner in which the 
various assets and liabilities have been 
verified. 

4. They show any irregularities, any 
special items, anything of a non-recur- 
ring mature in income and expenses, 
and any matter peculiar to the period’s 
work which is under review. 

5. A permanent reference work is made 
available and is on hand in the audi- 
tor’s office. 

It is apparent in more recent years that 
officials of the Department of National 
Revenue, after first obtaining permission 
from the taxpayer, often consult the 
auditor for additional information rather 
than request the taxpayer to supply what 
is required. The auditor can very often 
supply this additional information by 
reference to his working paper file. In- 
timate working relationship with officials 
of the Department gives the auditor some 
familiarity with the questions which 
might later be reviewed and if the audi- 
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tor can anticipate these questions, it is 
not difficult while preparing the working 
papers to make notes on these special 
items. It is not intended to convey the 
impression that the auditor attempts to 
do the work which would normally be 
done by the income tax assessor at the 
taxpayer's office but where questions of 
policy are concerned and in cases where 
discussions had been previously held with 
the auditor, it is a simple matter during 
the conduct of the audit to note circum- 
stances or facts which relate to the de- 
termination or fixation of certain policy. 


I do not believe that anyone in public 
practice would question the essentiality 
of working papers and on this premise 
consideration will be given to their prep- 
aration. 


Audit of a Limited Company 


The audit of a limited company is gen- 

erally a statutory requirement and this 
type of audit will be referred to since 
the terms of appointment are not re- 
strictive and permit the auditor to con- 
duct an examination of the books and 
accounts to his complete satisfaction. 


After the audit appointment is received 
and accepted, the auditor will ordinarily 
visit the office of the client and discuss 
the business in general terms with the 
manager of the company or with an of- 
ficial of authority to obtain and record 
any information peculiar to the particular 
business and pertinent to the audit. A 
brief examination of the bookkeeping 
system will be made and at this stage 
the auditor might deem it advisable to 
inqu'te about the capability of the office 
personnel and the nature of the work 
performed by the various members of the 
staff. A tour of the plant is usually 
revealing, and useful information can be 
obtained concerning the various depart- 
ments such as purchasing, production, 
and shipping. These preliminary steps 
are a prerequisite to a proper audit and 
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when they are completed, the auditor is 
in a position to draft a tentative audit 
programme. This is the start of the audit 
and the lines of direction, or “map”, 
are drawn. 


When the “map” has been completed 
in rough form, the auditor or a qualified 
assistant will start on the audit trip. The 
audit programme merely indicates the 
various compulsory stops, or points-of- 
call. The auditor is an interested travel- 
ler and he keeps a “diary”, recording 
what he sees at these stops. The “diary” 
is his working papers on which are re- 
corded the historical information and 
other facts which will be required be- 
fore he can report to his client. 


The first draft of the audit programme 
is not generally or necessarily the final 
one, either for that particular period's 
audit or for subsequent periods. The 
senior in charge of the audit will make 
any additions to or deletions from the 
original, and necessary changes should be 
made each and every year so that the 
audit programme will always indicate the 
proper direction for the auditor to fol- 
low. 


Before referring specifically to infor- 
mation which has been compiled and 
recorded during the audit trip, it may be 
useful to consider the arrangement in the 
working paper file. | Examination of 
various text books indicates a number of 
satisfactory methods of arrangement and 
filing. The method suggested hereunder 
is simple and satisfactory for audits of 
limited companies in most lines of busi- 
ness. 


The general ledger balances should be 
recorded under the headings (1) assets, 
(2) liabilities, (3) revenue and (4) 
expenditure on the trial balance sheet 
and the arrangement of the accounts un- 
der these headings should conform, as 
nearly as possible, with the items on the 
balance sheet and profit and loss state- 
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ment. Such arrangement facilitates the 
preparation or checking of the finan- 
cial statements at the fiscal year end. 


Arrangement of Schedules 


The arrangement of the schedules in 
the working paper file would be as fol- 
lows: 

Financial statements (pencil or working 

copy) 

Balance sheet and profit and loss state- 

ment data 

General ledger trial balances 


Assets: 
Cash counts 
Bank reconciliations 
Accounts receivable listings 
Reserve for doubtful accounts 
Advances to employees 
Advances to directors 


Inventories — Certificate — Summary 

Investments 

Prepaid expenses 

Cash surrender value — Business life 
insurance policies 

Deposits —- Unemployment Insurance 
Commission and Trans-Canada Air 
Lines, etc. 

Fixed assets 


Deferred charges — Unamortized bond 
discount, organization expenses, etc. 

Liabilities : 

Bank loans 

Accounts payable 

Accrued charges 

Customers’ credit balances 

Loans from directors 

Income taxes payable 

Mortgage payable 

Bonds payable 

Capital stock 

Surplus 

Contingent liabilities 


Revenue: 

Sales — Analyses, summaries, depart- 
ments 

Income from investments 

Rents 

Bad debts recovered (see accounts 
receivable) 

Miscellaneous income 
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Expenditure: 
Purchases — Analyses, summaries, de- 
partments 
Salaries 
Extraordinary expenses 
Other expenses 
Bad debts written off (see accounts 
receivable) 
Miscellaneous expenses 
Extracts from minutes 
Notes and follow-up sheet 
Journal entries 
Audit programme 
The above arrangement obviates the 
necessity for numbering or lettering the 
various schedules and when this pattern 
is adopted as general procedure for an 
office, it is a simple matter to locate 
a schedule in the working paper file, not 
only for the person assigned to that par- 
ticular audit but for any member of the 
auditing firm. If a definite system or 
arrangement is not laid down, it is indeed 
doubtful if any two auditors will follow 
the same order. 


The schedule referred to above as the 
“Balance Sheet and Profit and Loss State- 
ment Data” is an important summary 
sheet. Quite frequently items of an 
analagous nature are recorded in different 
general ledger accounts but for the pur- 
poses of statement presentation require 
grouping. Such items should be sum- 
marized and recorded on this schedule 
under the caption which appears on the 
financial statements. This procedure pro- 
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vides for quick rechecking and assures 
consistency when preparing or checking 
the financial statements in subsequent 
periods. 
Historical Information 

Consideration may now be given to 
the historical information that has been 
collected at the various stops during the 
audit trip. 


Cash Counts 


The use of a standard form has merit 
and is of assistance to the more junior 
members of the staff. When the cash 
counts are completed, they should con- 
tain the name of the cashier, the time of 
the count, the name of the fund counted, 
the name of the auditor or audit clerk 
making the count, and it may be desir- 
able to have the cashier sign the com- 
pleted count. The cash counts of the 
various funds and other cash receipts 
made during the year and at the year 
end should be properly arranged with 
the most recent counts on top. If a 
summary sheet is required it should be 
the first sheet in the group and securely 
fastened to the other sheets. In some 
cases it will not be convenient to make 
the count at the year end and a recon- 
ciliation should be attached to the par- 
ticular count. 


Bank Reconciliations 

The form of bank reconciliation is op- 
tional but uniform practice is desirable 
and if it is decided that the reconcilia- 
tion start with the bank balance, all bank 
reconciliations should be prepared in 
that manner. Bank confirmation letters 
should be attached to the bank reconcilia- 
tions. 


Accounts Receivable 
Although it may not be always neces- 
saty, it would appear desirable to re- 
tain a list of the accounts receivable in 
the working paper file. If the client 


does not provide a list for the auditor, 





The Canadian Chartered Accountant, June, 1951 


an adding-machine listing proving the 
general ledger control would serve the 
purpose. The names of the larger ac- 
counts could be marked on the tape. 
Since it is necessary to substantiate the 
reserve for doubtful accounts which ap- 
pears in the taxpayer's books, it is very 
often useful to retain the analysis of the 
accounts which have been classified as 
“slow”, “doubtful” or ‘bad’ or which 
shows the expected loss on collection of 
each account. The reserve should be 
computed by summarizing the accounts as 
classified on the listing. A schedule 
should also be prepared to show the de- 
tails of the accounts which have been 
written off to the reserve or charged to 
a separate account called “Bad debts 
written off”. Likewise, the recoveries 
from accounts previously written off 
should be listed and retained in the files. 
These schedules relate to accounts re- 
ceivable and should be attached to the 
summary sheet along with the listing. 


Advances to Employees 


A listing should be prepared and any 
necessary data recorded. 


Advances to Directors 
The nature of the advances should be 
noted and a summary prepared. 


Inventories 

The auditor requires an inventory cer- 
tificate signed by a responsible official of 
the company as well as by the official or 
employee who supervised the stocktaking. 
The certificate is usually prepared after 
the auditor has examined the inventory 
listing (and in some cases, the physical 
inventory) and has checked additions, 
prices and extensions and adjusted the 
total for any consequential differences. 
A summary or analysis should be pre- 
pared to show the various types of mer- 
chandise carried by the company and it 
is often advantageous to record the 
amounts of each major classification of 
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merchandise for the previous year. The 
latter may be shown at the left side of 
the sheet and the amounts for the year 
under review on the right side. This 
enables the auditor to see at a glance any 
major changes in the types of stock 
handled and may be important informa- 
tion for the management. 


Investments 


It is possible to prepare the investment 
schedule in such a way as to minimize 
work and produce the maximum infor- 
mation. This may be done by recording 
investments for the previous year, show- 
ing the number of shares, par value in 
the case of bonds, and the cost as re- 
corded in the ledger at the left side of the 
sheet. At the right side may be shown 
the investments as they appear at the end 
of the fiscal period under review, simi- 
larly showing the number of shares, par 
value in the case of bonds, and costs. 
At the extreme right provision can be 
made for the income earned during the 
period. This gives a complete picture 
with respect to the investments bought 
and sold for the year. 


Prepaid Expenses 


Insurance is the most common expense 
requiring prepayment and it is very often 
necessary to prepare a schedule in order 
to verify this asset. The insurance poli- 
cies may be listed under the following 
headings: 

Date of policy 

Name of insurance company 

Number of policy 

Face value of policy 

Coverage or type of risk 

Date of expiration 

Amount of premium 

Amount prepaid 

When analyses of other prepaid ex- 
penses are required, a summary sheet 
should be prepared. 


Cash Surrender Value: 
Business Life Insurance Policies 


It is general practice to procure di- 
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rect confirmation from the insurance 
companies with respect to the total cash 
surrender value which may include ac- 
cumulated dividends and if several poli- 
cies are in force, the particulars contained 
in the confirmation letters should be 
summarized. 
Deposits 

Deposits which may be categorized as 
expense advances are usually not re- 
lated and would, therefore, be shown 
individually on the balance sheet. The 
confirmation letters would be filed with 
the working papers in the order as in- 
dicated. 


Fixed Assets 


The regulations under The Income Tax 
Act respecting depreciation or capital 
cost allowance do not require a tax- 
payer to maintain separate accounts for 
fixed assets in the same class and the 
accumulated depreciation thereon. Un- 
der the diminishing balance method, de- 
preciation is calculated on the balance of 
the assets remaining after depreciation 
has been deducted for the prior period 
or periods. This method should not dic- 
tate the accounting treatment and it is 
desirable that separate accounts be main- 
tained for each different asset or class 
of assets at cost. Similarly, the accumu- 
lated depreciation on each asset or class 
of assets should be recorded in a separate 
account. This procedure enables the tax- 
payer to adhere to correct accounting 
principles. The following headings may 
be used to portray the changes in fixed 
assets and depreciation and at the same 
time provide the information required by 
the Income Tax Department: 


Fixed Assets: 
Cost (at end of previous period) 
Additions at cost (current period) 
Deductions at cost (current period) 
Cost (at end of current period) 


Accumulated Depreciation: 


Accumulated depreciation (at end of 
previous period) 
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Deductions (current period ) 

Balance before deducting current year’s 
depreciation (i.e., cost at end of cur- 
rent period minus adjusted accumu- 
lated depreciation) 

Rate 

Provision (current period) 

Undepreciated capital cost (at end of 
current period) 

Accumulated depreciation (at end of 
current period). 

Disposals should be recorded at cost 
and the amount of depreciation accumu- 
lated on the disposals should be deducted 
from the accumulated depreciation. Any 
profit or loss on disposal can then have 
special treatment. 


Deferred Charges 


There are many types of deferred 
charges and a schedule should be pre- 
pared to show any changes in the period. 
The nature of the item will dictate the 
manner in which the schedule would be 


drafted. 


Bank Loans 


If loans have been received from more 
than one bank, a summary sheet should 
be made up and filed in its proper place. 
Reference should be made on this sheet 
to the bank confirmation letters which 
have been attached to the bank reconcili- 
ation. 


Accounts Payable 


In the smaller accounts the auditor is 
very often required to prepare a list of 
the accounts payable for his file. If 
the number of accounts is unusually large, 
an adding machine list would ordinarily 
be satisfactory to prove the correctness 
of the general ledger control account. 
The names of the larger balances and 
any other special accounts should be re- 
corded. The accounts should also be 
scrutinized to ascertain whether any long- 
term liabilities are included. Such lia- 
bilities should be noted on a summary 
sheet so that the correct presentation may 


be made on the balance sheet. Share- 
holders’ and directors’ loans may also 
be included in the accounts payable and 
they should be segregated from the trade 
accounts and the memorandum recorded 
on the summary sheet. 


Accrued Charges 


Accrued charges, such as interest, rent, 
salaries and wages, should be summar- 
ized on this schedule and supporting de- 
tail sheets should be attached. 


Customers’ Credit Balances 


This classification is necessary for cer- 
tain businesses, and usually they appear 
as credit balances in the accounts receiv- 
able ledgers. A list may be made and 
filed in its proper order or reference 
may be made to the accounts receivable 
summary sheet. 


Loans from Directors 


The nature and particulars of such 
loans should be indicated on a special 
schedule and reference would be made 
to accounts receivable or accounts pay- 
able summary sheets where separate ac- 
counts are not kept. 


Income Taxes Payable 


The draft copy of the T2 Federal In- 
come Tax Form and TP2 Provincial Cor- 
poration Income Tax Form and a recon- 
ciliation of the taxable income with the 
net income as shown by the profit and 
loss statement may be included with the 
working papers in this order. However, 
it is probably more convenient to keep a 
separate tax file for the various working 
sheets. Rates have changed and the in- 
come must be apportioned on a daily 
basis before the tax can be calculated. 


Mortgage Payable 


All pertinent facts relating to the mort- 
gage should be noted in the year in 
which the mortgage was given, and such 
items as the encumbered property, type 





et a i a 





30 


le 











Audit Working Papers 


of mortgage, principal and interest pay- 
ments, due dates, etc. should be recorded. 
Ordinarily this information would be 
marked on the ledger sheet in the client’s 
books and yearly comments would not be 
necessary unless a change were made in 
the mortgage document. 


Bonds Payable 
A copy of the trust deed and all in- 
formation relating to the bonds should 
become a part of the working papers and 
this information should be recorded on 
the ledger sheet and any changes noted 
from year to year. 


Capital Stock 


All details relating to the capital stock 
should be recorded in the working paper 
file with particular reference given to the 
authorized and issued. When a change 
has been made in the capital stock struc- 
ture during the year, this information 
should be recorded in the working pa- 
pers. In certain cases it is also desirable 
to prepare a list of the shareholders and 
retain it in the file. 


Surplus 

A detailed analysis of this account is 
very necessary and all items as they ap- 
pear in the general ledger account should 
be shown. ‘The analysis should start 
with the balance at the commencement 
of the period under review and close with 
the final balance which will appear on 
the balance sheet. 


Contingent Liabilities 

A summary of all contingent liabili- 
ties should be made on a schedule sup- 
ported by the information which has been 
received from the various sources. In 
some cases reference may be made to the 
bank letter which would be attached to 
the bank reconciliation. Contingent lia- 
bilities might include guarantees, trade 
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paper under discount, as well as indirect 
liabilities to finance companies. 


The analyses required for the various 
operating accounts will depend in large 
measure on the nature of the audit, the 
adequacy of the bookkeeping system and 
other factors. During the course of the 
examination the auditor will decide what 
information is required on these accounts. 


It is not possible to draft a set form 
for an audit programme or to design the 
various schedules which would be re- 
quired for all audits. However, the 
points and schedules to which reference 
has been made are significant and would 
apply to most audits of merchandising 
firms. The outline only has been sug- 
gested and emphasis should be placed on 
the necessity for having a proper audit 
programme and a complete set of work- 
ing papers for each and every audit. 


It has been stated by one of the au- 
thorities on auditing that, at one time, 
he thought standard audit programmes 
and model forms for reports were of 
great value but, after using them for 
some years, it became evident to him that 
vigilance, imagination and the indepen- 
dent thought and judgment due from a 
professional practitioner are all more or 
less stifled by the use of set forms and 
set directions. The criticism is not di- 
rected at the programme which an audi- 
tor should make up for each audit but, 
unless each programme is written up 
specially, the temptation to repeat what 
has been done before is greater than the 
average auditor can withstand. 


There is, however, no objection to the 
use of a summary of the procedure to be 
followed in most audits, provided the 
summary is based upon the underlying 
principles of auditing and is used as a 
reference in writing up an individual 
programme for each audit. 





Accounting in France 


By C. A. Ashley, F.C.A. 


Professor of Commerce, University of Toronto 


France recently took an important 
step in designing a standardized system of accounts 





AS early as 1678 France had regula- 
tions on the subject of books of 
account. The Code de Commerce of 
1807 imposed a rigidity on accountancy 
which made innovation almost impos- 
sible and delayed development for years 
after it had taken place in other coun- 
tries which managed with a minimum of 
regulation or no regulation at all. France 
has now taken an important step in 
designing an up-to-date system (Plan 
Comptable) which standardizes the bal- 
ance sheet and profit and loss statements 
(allowing some flexibility under rigid 
headings), defines the terms used, and 
states how the figures are to be deter- 
mined. 


Merits and Demerits 
of Standardized Accounting 


This is not the occasion to discuss 
standardized accounting, but its chief 
merit and demerit may be suggested. It 
allows intelligent comparisons to be 
made because the figures depend as far 
as possible on fact and not on judgment 
and because it avoids confusion in ter- 
minology; it also facilitates the prepara- 


tion of total figures for an industry or 
for the nation. Its rigidity may result 
in a further period of no change to meet 
new conditions; and a tendency may de- 
velop to put undue trust in figures which 
are not necessarily better for all pur- 
poses because they record fact and not 
judgment. Facts are dangerous unless 
their significance is understood. The im- 
position of standardized accounting on a 
very large part of French industry and 
commerce should be followed with in- 
terest, although the longer experience in 
Germany has excited little comment since 
the publication of Singer’s book in 1943. 
The Council of the Institute of Charter- 
ed Accountants in England and Wales 
has stated that standardization is “neither 
practicable nor desirable’. 

The new system in France is not yet 
imposed on all business but it will be 
very widely used because it is required 
permanently of every business which 
takes advantage of the provision for re- 
valuation of assets for taxation purposes. 
We have had a recent example in Can- 
ada of a less desirable effect of taxation 
regulations on accounting practice. 


The author is indebted to Mr. S. L. Jacobs and Messrs. Price Waterhouse of Paris 
for the elucidation of certain points 
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Accounting in France 


Revalorization of Fixed Assets 


The problems of inflation have been 
of longer duration and more acute in 
France than in the English-speaking 
countries, but have not been as catastro- 
phic as they were in Germany after the 
first war or in China after the second. It 
was possible to devise plans to meet them 
with some chance that they would be 
successful. The particular problem dealt 
with here is the relationship between in- 
come tax and depreciation. 


In 1946, in 1948, and again in 1949, 
provision was made for the revaluation 
of assets. The fixed asset accounts were 
split up according to the date of acquisi- 
tion, and the cost multiplied by a coeffic- 
ient for each year. In 1946 the coefficient 
for 1914 and earlier was 30; for 1918 
it was 9; for 1926 it was 4.4. A reversal 
of the trend brought it up to 9 in 1935, 
and rising prices gradually brought it to 2 
for 1944, so that fixed assets bought in 
1944 had their cost doubled for balance 
sheet and accounting purposes for the 
year 1945. A corresponding revalua- 
tion had to be made in the amounts set 
aside for depreciation, and the net differ- 
ence was credited to a special reserve 
account. The amount credited to the 
special reserve was not taxable unless it 
was capitalized, when a 16% tax was 
levied, or unless it was used for divi- 
dends, when the profits tax of 24% plus 
a dividend tax of 30% was levied. 


Further Revisions 


For the year 1947 a new schedule of 
coefficients was introduced, ranging from 
60 for assets dating from 1914 to 2 for 
1945. Those firms which had taken 


advantage of the earlier revaluation 
could adjust their figures to the new 
coefficients, and any firm which had not 
could now make a revaluation. The tax 
levied on any portion of the special re- 
serve which was capitalized was reduced 
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from 16% to 6%, but what would in- 
duce such a capitalization is not clear. 
In 1949, after the devaluation of the 
franc and further rises in prices, another 
revision of the coefficients was made, 
varying from 108 for 1914 to 2.3 for 
1946. If any of the assets were disposed 
of, the revalued amounts in the asset ac- 
count and in the reserve for depreciation 
were used to determine whether the 
disposal resulted in a profit or a loss. 


Intangible assets were treated in the 
same way as fixed assets. Securities were 
revalued in 1946 so that the amount 
stated did not exceed the lower of (a) 
the average market price during the last 
half of 1945, or, if not quoted on the 
exchange, the value of the shares based 
on the value of the assets of the issuing 
company; and (b) cost multiplied by the 
coefficients already referred to. Foreign 
balances, debit or credit, were stated in 
francs at the rate ruling at the date of 
the balance sheet. Inventories were 
valued at cost, but provision was to be 
made where necessary to reduce this to 
market value by a separate entry in the 
balance sheet. This method of dealing 
with inventories is required by the 
standard system and has the obvious ad- 
vantage of avoiding the doubts created 
by valuation at the lower of cost or 
market, which has nothing to recom- 
mend it. 
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The Effect 

The effect of this revaluation can be 
likened to what would have resulted if 
the business had been sold to a newly 
formed company at the end of each 
year at a price determined by current re- 
placement values. The revaluation must, 
however, have made intelligent compar- 
isons more difficult. The argument may 
be sound that such comparisons are im- 
possible when prices make such wide 
movements, and that the course followed 
gives as realistic a picture as can be 
given, at the same time providing a rea- 
sonable alleviation of the burden of in- 
come tax. The comparatively slight 
movements of prices in Canada hardly 
warrant such drastic measures, and any 
taxation relief that appears justifiable 
could be made much more conveniently 
by special allowances. Fortunately, prices 
here have not risen to 16 times their 
1939 level or 108 times their 1914 level, 
and the changes in prices do not render 
meaningless year to year comparisons of 
company accounts. In 1949, France in- 
troduced a 10% tax on undistributed pro- 
fits, but it had only a year’s life. The loss 
of revenue resulting from its repeal was 
compensated for by an increase in the 
profits tax for 1950 from 24% to 34%. 


Books Required 


The standardized system depends upon 
clear terminology and definitions; it also 
requires the keeping of certain books: 
journal, ledger and Jivre d’inventaire 
(in which the balance sheet, operating 
and profit and loss accounts are entered 
at the end of each year). This last book 
must be bound, but the other books may 
be replaced by multiple journals and 
ledgers, which may be kept on loose 
leaf or card systems. “All books must 
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be kept with the greatest care, without 
blanks, spaces, or carrying over into 
margins. Rubbing out and ink removers 
are forbidden; corrections are allowed on 
the express condition that the original 
entries remain readable.” A list must be 
kept of the documents which make up 
the accounting system, and all account- 
ing records must be kept for ten years 
after the last entry: made in them. 


An invoice is required for all pur- 
chases of goods and services (except for 
sales by agriculturalists and fishermen, 
and small businesses whose sales are all 
made for cash), and the invoice must 
give the name and address of the seller 
and of the buyer, the date, conditions of 
sale, delivery and payment, the nature 
and quantities of goods, unit and total 
prices, transport charges, discounts, tax, 
and allowances. All financial years co- 
incide with the calendar year unless an- 
other year end is fixed for all the enter- 
prises in a particular line of business. 
Provision for contingencies is not used, 
as one suspects it to be sometimes in 
Canada, for the purpose of decreasing 
the surplus that appears to be available 
for dividends, but refers to ‘‘Provisions 
destined to cover charges or losses clearly 
defined as to their object which are 
forseeable at the year end”. The French 
plan distinguishes between amortisse- 
ment, ‘the loss in value which necessar- 
ily results from the passage of time”, 
and dépréciation, loss in value for other 
reasons. Physical fixed assets, other than 
land, are subject only to amortissement. 
This avoids the confusion which results 
from our inadequate definition, which 
mixes up amortization, physical decay, 
and obsolescence, under the general 
heading of depreciation. 





it 


Vt NSF Omer UH CUD 








Uses of Tabulating 





Or Punch Card Equipment 


By Thos. Chambers, C.A. 


One of the best ways to reduce clerical costs is 
through the use of tabulating or punch card equipment 





INCE the beginning of the century 
there has been an astounding in- 
crease in the number of white-collared 
workers whereas the increase in the 
number of factory workers has been 
quite modest. The productivity of the 
individual factory worker has been in- 
creased over the years by the use of 
scientific methods and by _ increased 
mechanization. Fred W. Taylor, Frank 
and Lillian Gilbreth, and others, con- 
tributed new thinking to industrial en- 
gineering with job simplification, plant 
layout, and time study techniques. How- 
ever, they confined their activities to 
the factory or the work shop and this 
has been the trend until recent years. 
New techniques and new machines have 
all been aimed at increasing the efficiency 
of the factory; but what about the office? 
An expert has stated that companies 
spend between $3,000 and $30,000 per 
worker for industrial equipment but the 
average spent for office equipment is less 
than $1,000 per worker. 


Clerical Costs 


Clerical costs have increased substan- 
tially in recent years because of higher 
wages, shorter hours, and a great increase 
in clerical work. Another reason for 
higher clerical costs may be the result of 
using obsolete or inadequate equipment. 


Management today is looking very 
closely at the cost of running an office 
and it is our responsibility to see that 
our offices and our clients’ offices are 
operated as economically as possible. 


One way to reduce costs is to use 
mechanical aids to accounting and one 
of the most important of these is tabu- 
lating or punched card equipment. 


The best known types of tabulating 
equipment are manufactured by Inter- 
national Business Machines and by Rem- 
ington Rand Company. I understand 
that I.B.M. machines work on the prin- 
ciple of electric impulses whereas the 
Remington Rand machines are mechan- 
ically operated and that this is the basic 
differences between the two types of ma- 
chines. I am not familiar with the 
Remington Rand machines but I do 
know that many large companies use 
them. In fact, the electric light bills for 
the city of Sydney, Australia, are pre- 
pared on Remington Rand machines. Of 
necessity, therefore, my remarks will be 
confined to the I.B.M. machines. The 
I.B.M. Company will rent machines but 
will not sell them. This has certain ad- 
vantages to the customer, particularly 
from an obsolescence point of view, for 
when a machine becomes obsolete or in- 
adequate it can be turned back and a 
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more modern machine obtained. Both 
companies operate service bureaus where 
work will be done for customers who 
have not sufficient volume to warrant the 
cost of renting machines. If there is 
sufficient volume of work, better results 
will probably be obtained if the tabu- 
lating machines are rented and located 
on the premises. 


The Punch Card 


The card is the most important tool 
in the use of punch card machines. After 
the holes are punched in it, the card 
becomes an automatic pencil and deter- 
mines the information which can be pro- 
duced by the machines. Each card has 
a capacity of eighty individual columns 


which can be grouped into fields. A field’ 


on the card may be compared with a 
columnar heading on a synoptic. For 
instance, three columns could represent 
the day and month and another eight 
columns could represent any amount 
column in the synoptic. 


The holes in the card are made by 
key punch machines. Key punch opera- 
tors use a touch system similar to that 
employed by a typist and attain speeds 
of three hundred cards per hour on 
straight-forward work. The key punch 
operators read from the source document, 
such as an invoice or a stores requisition, 
and punch the desired information from 
the document in the card in the various 
fields. To assure accuracy, the operation 
is checked on a verifying machine, the 
operator of the verifying machine going 
through exactly the same routine as the 
key punch operator. The verifying ma- 
chine locks in the case of an error in- 
dicating that the card should be remade. 
If a predetermined total is available the 
cards are not verified but are listed and 
agreed with this total. 


By using a sorter machine the cards 
can be sorted in any desired order, 
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limited, of course, to the data which was 
punched in the card. For example, cards 
used for payroll purposes can be sorted 
by man number, department number, or 
any of a dozen different ways. This is 
the main feature of punch card account- 
ing — the multiple use of the informa- 
tion on the card and the mobility of that 
information. This mobility results from 
the sorting operation, as cards can be 
sorted at a rate of 700 per minute. 


After being sorted in the desired 
sequence, the cards can be inserted in 
a tabulator to produce statements or 
listings. Any part or all of the informa- 
tion punched in the card can be pro- 
duced. There are numeric tabulators 
which print only figures and there are 
alphabetic tabulators which print words 
as well as figures. The payroll would 
be produced on an alphabetic tabulator 
which prints the employee's name as well 
as the amount of his earnings, deduc- 
tions, etc. Tabulators have a listing speed 
of 100 cards per minute and a tabulating 
speed of 150 cards per minute. 


Types of Machines 


To summarize, the machines used in 
punch card installations can be broadly 
grouped into three main types: 


(1) those used for creating cards — 
key punches, verifiers, reproduc- 
ing gang punch; 

(2) those used for arranging or sort- 
ing cards in a desired sequence, 
such as sorters, and collators; 

(3) those used for producing final 
reports — tabulators. 


I have attempted to keep my illustra- 
tions as simple as possible and in doing 
so I may have missed some important 
functions of the machines, for instance, 
calculating. Well, the machines do cal- 
culate. The tabulators print bills, 
cheques, statements, make listings, and so 
forth, and at the same time they add, 
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Uses of Tabulating or Punch Card Equipment 


subtract, summarize, add certain cards, 
combine certain totals, and so forth. 

One method of multiplying is by us- 
ing the reproducing gang punch which 
can be illustrated by the previous ex- 
ample of the payroll. The cards are 
sorted by rates and then by hours within 
each rate and a master card is inserted 
before each change in hours. There are 
master cards for one hour at x rate, two 
hours at x rate, and so forth; and master 
cards for one hour at y rate, two hours 
at y rate, and so on. These master cards 
have already been extended and show 
the sum. For example, if the wage rate 
were $1 per hour the extensions on the 
master cards would be $1, $2, $3, and so 
on, the number of hours multiplied by 
the rate per hour. The master cards are 
inserted by a collator which operates at 
a speed of 250 cards per minute. The 
deck of cards, with the master cards in 
their proper sequence, is then inserted in 
the reproducing gang punch and the ex- 
tensions as shown on the master cards are 
automatically transferred to the payroll 
cards which immediately followed the 
master card. The product is automatic- 
ally punched in the payroll cards. 


In addition, gang punch machines re- 
produce holes in one card from another 
card. For instance, if the date and de- 
partment number were the same for sev- 
eral hundred payroll cards, this informa- 
tion could be gang punched in the cards 
automatically. This saves the time of 
the key punch operators. 


Mark-sensing is another development 
of tabulating equipment; this eliminates 
the key punch operation entirely by 
marking the card with a carbon or graph- 
ite pencil in the desired columns. The 
brushes in the reproducing gang punch 
machine read the pencil marks and this 
completes an electrical circuit and the 
machine automatically punches the re- 
quired holes in the cards. There is one 
large utility company which is develop- 
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ing a procedure for billing several hun- 
dred thousand consumers each month 
with practically no manual work involv- 
ed other than having the meter reader 
mark-sense the cards. 


Accuracy Control 


I have said very little about controls 
to assure the accuracy of the information 
other than to mention verifiers and the 
use of predetermined totals. Proper con- 
trols form a very important part of the 
operation because tabulating equipment 
has no intelligence and original errors 
flow through the equipment as readily 
as correct data. The controls within the 
tabulating operation are numerous and I 
can only mention that there are checks 
and cross-checks at every step in the pro- 
cedure. Even then mistakes slip through. 
For instance, not long ago a utility com- 
pany which uses tabulating equipment 
sent a customer a bill for $9,999.99 cov- 
ering one month’s electric light bill for 
a small home. 


A Billing Routine 

I wish to explain the billing routine 
of British Columbia Electric Railway 
Company, where over 200,000 electric 
and gas consumers are billed each month 
and card-punch methods and electric tab- 
ulating machines are used to handle this 
volume. Every work day about 10,000 
bills are sent out representing approxi- 
mately 40 meter books. Each meter book 
is considered as a ledger and is controlled 
by a subsidiary controlling account. There 
is an advance file and from this file the 
cards to be processed each day are pulled 
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and are handed to the key punch opera- 
tors, together with the corresponding 
meter books. As will be seen later, most 
of the information is already in the 
cards and at this point the key punch op- 
erator merely punches in the current 
meter reading and the kilowatt hours (or 
cubic feet) of consumption by copying 
the figures from the meter book. The 
operator has to make about 11 finger 
motions for each card. 


The cards are then run through a util- 
ity checking machine, which cross-foots 
each card to ensure that the consumption 
does equal the difference between last 
month’s reading and this month’s read- 
ing. This machine operates at a rate of 
150 cards per minute and offsets cards 
which are wrong. This proves the con- 
sumption shown on each card is correct. 

The cards are then sorted by consump- 
tion and rate on a sorter at a rate of 700 
per minute. This prepares the cards for 
the next two operations where the con- 
sumption is converted into dollars by 
multiplying the kilowatt hours by the 
rate per kilowatt hour for the electrical 
accounts and the cubic feet by the rate 
per cubic foot for the gas accounts. 


The first step is to merge master cards 
into the deck. There are master cards 
for all levels of consumption within ev- 
ery rate. Master cards have the same 
factors of consumption and rate as the 
detail cards, but in addition they have 
been pre-extended. The merging of the 
master cards with the detail cards is done 
on a collator at 250 cards per minute. 
After each master card has been merged 
or inter-filed ahead of its appropriate 
group of detail cards, the dollar exten- 
sion as shown on the master card is auto- 
matically punched in the detail cards by 
a reproducing gang punch. 


Uses of Cards 
At this point in the procedure the 
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cards have been completely processed and 
are ready to be used to: 


(1) produce bills; 

(2) produce a cash journal; 

(3) produce control figures for the 
subsidiary control; 

(4) produce revenue and _ statistical 
data; 

(5) reproduce an advance file for 
next month; 

(6) use as an accounts receivable led- 


ger. 


At the next step in the operation, the 
sorter is used again to re-sort the cards 
in ledger order and at the same time the 
master cards are rejected and are with- 
drawn from the deck and returned to the 
master file. The deck of cards continues 
to the next operation where revenue sta- 
tistics and subsidiary ledger control fig- 
ures are produced on a numeric tabulator. 
This is just a high-speed adding and 
summarizing operation. This machine 
operates at 100 cards per minute. 


The cards are then sorted in account 
number sequence and the advance file 
for next month is prepared. This is 
done on a reproducing gang punch, the 
workings of which have been mentioned 
previously. When these procedures were 
first developed the reproduction of next 
month’s advance file presented a prob- 
lem, but it developed, as it so often does, 
that the only real problem was one of 
working it into the routine at the right 
spot. Next month’s advance cards are 
filed at this point and the deck moves on. 


The cards up to this time have no 
printing on them, only a series of holes 
punched in them. At this point, by us- 
ing a machine called an interpreter, the 
information which has been punched in 
the cards such as name, account number, 
amount, readings, and so forth, is print- 
ed at the top of the card. This is done to 
permit the card to be used as an accounts 
receivable ledger. Then by using a col- 
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Uses of Tabulating or Punch Card Equipment 


lator the cards are merged with address 
cards, arrears cards, and any other sup- 
plementary cards. This arranges the 
deck so the bills can be produced. The 
bills are produced on an alphabetic tab- 
ulator at a rate of 1500 per hour. 

The bills are then mailed or delivered 
to the customers and the cards are sorted 
once again to reject the supplementary 
cards. The service cards are transferred 
to the accounts receivable files where they 
become the accounts receivable ledgers. 
As customers pay their bills, the stubs 
of the bills are sorted into units by the 
cashiers and the cash balanced to adding 
machine tapes of the stubs. The stubs 
are transferred to the unit clerks who 
pull the corresponding cards. When ne- 
cessary, mark-sense cards are prepared to 
cover partial payments. The cards which 
have been pulled and the mark-sense 
cards are sent to the tabulating section 
where listings are prepared, the total of 
which must agree with the cashiers’ re- 
ports. This listing becomes the cash 
journal which is a history of the entire 
transaction. 

The routing of the paid cards has 
been dealt with above but there are al- 
ways some unpaid accounts. At cycle 
balance time the total of the unpaid 
cards should equal the balance in the 
subsidiary controls, and to check this an 
aged trial balance is produced by listing 
the unpaid cards. 
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This, briefly, describes the customers’ 
billing procedure of the British Colum- 
bia Electric Railway Company and illus- 
trates the multiple use of the punch card 
and the mobility of the information. 


Machines in the Office 


The use of punch cards is not an 
automatic answer to all accounting prob- 
lems, but when used intelligently it per- 
mits an efficiency, speed, and accuracy, 
often impossible to achieve otherwise. 
The use of machines can be justified in 
office work if they will save time, save 
labour, improve accuracy, eliminate drud- 
gery, or perform operations which can- 
not be done by hand methods. Punch 
card machines do all of these things. The 
aim in document writing is to produce 
routine records accurately, economically, 
and on time. The aim in producing re- 
cords is to provide an ample history, 
susceptible to ready audit and with ade- 
quate internal checks and controls. The 
aim in preparing reports is to produce 
reliable, timely, information. 

If, in analyzing a job situation, it is 
found that the same information is re- 
quired in several different arrangements 
in the production of documents, records 
or reports, then punch card machines 
should be considered, provided there is 
sufficient volume of work to justify their 
use. 





Professional Notes 





BRITISH COLUMBIA 


Mr. Patrick M. Reynolds, C.A. announces 
the opening of an office for the practice 
of his profession at 572 Howe St., Van- 
couver. 


MANITOBA 


Messrs. J. D. Moran, C.A. and E. C. 
Fenton, C.A. announce the formation of a 
partnership for the practice of their pro- 
fession under the firm name of Moran, 
Fenton & Co., with offices at 919 Grain 
Exchange Bldg., Winnipeg, Man. 


ONTARIO 


Mr. Horrell Sanderson, C.A. announces 
the opening of an office for the practice 
of his profession at 21 King St. E., Toronto. 

* ¢ @¢ 

P. S. Ross & Sons, Chartered Account- 
ants, announce the admission to partner- 
ship of Mr. Charles G. Gale, C.A. as resi- 
dent partner in Ottawa with offices at 
Rm. 39, Central Chambers, 46 Elgin St., 
Ottawa. 

> * 

Mr. Edmund F. M. Cachia, C.A. announces 
the opening of an office for the practice of 
his profession at 200 Bay St., Toronto. 


News of Our Members 


Mr. A. Stuart Hallamore, C.A. (Ont.), 
has been appointed general manager of 
New Idea Furnaces Ltd., Ingersoll, Ont. 


= * * 


Mr. George Moller, D.Jur., C.A. (Ont.), 
has been appointed treasurer of Robertson- 
Irwin Ltd., Hamilton. 


Ontario Institute 

The Ontario Institute announces that 
centres for Personnel Selection Tests are 
open in London, Ottawa and Toronto. To 
arrange tests contact J. D. Duncan, c/o Wm. 
C. Benson & Co., 267 Dundas Street, Lon- 
don; Professor W. J. McDougall, C.A., Car- 
leton College, Ottawa; or the Institute in 
Toronto. Since the programme was started 
last autumn 58 tests have been given in 
Ontario. 


Ontario Students’ Association 


The Students’ Association of the Ontario 
Institute got the baseball league off to a 
good start on May 10 with 16 teams entered. 
Rus Mailing (Fred Page Higgins) is the 
convenor. 

The Association held its annual meeting 
and stag at the 48th Highlanders Memorial 
Hall in Toronto on May 21. Representa- 
tives of the Hamilton, Kingston and Lon- 
don branches were among the 150 present. 
The Council for 1951-52 was announced 
as follows: Peter S. Stewart, president; Doug- 
las C. Stewart, C.A., vice-president; Edward 
D. Wright, secretary; Robert G. Appleton, 
treasurer; Wm. V. Curran, C.A., R. J. Gallo- 
way; Thomas L. Innes, John A. McClelland, 
Alan N. McFarlane, George D. McLeod. 


Mr. Philip T. R. Pugsley, C.A. (Que.) 
delivered a series of addresses on “Admin- 
istrative Skills” as part of the Hospital Ad- 
ministration courses of the Quebec Hospital 
Committee, at Hotel Dieu, Montreal. Mr. 
Gerard Labelle, C.A. (Que.) gave a series 
of lectures on accounting in connection with 
the course. 
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Obituaries 





Donald F. Bissonnette 


The Institute of Chartered Accountants of 
Ontario announces with regret the death of 
Donald F. Bissonnette on April 18, 1951 
at Sunnybrook Hospital in Toronto. He 
was a veteran of the First World War, 
having served overseas with the 50th Bat- 
talion of Calgary. He became a member of 
The Institute of Chartered Accountants of 
Ontario in 1925 and was for some years 
with the Toronto General Trusts Corpora- 
tion. ‘To his wife and his family the In- 
stitute extends sincere sympathy. 


Henry J. Ross 


The Quebec Institute reports with sincere 
regret the passing of Henry James Ross in 
Montreal, at the age of 88. 

Born in Montreal, the son of the late 
James Lamont Ross and Rebecca Kollmyer, 
Mr. Ross was educated at the Montreal 
High School. He was admitted to mem- 
bership in 1922 and practised his profession 
from 1894 until he retired 15 years ago. He 
was a former captain in the Sixth Fusiliers 
of Montreal and a former member of the 
Engineers Club and the Marlborough Golf 
Club. He attended St. Andrew's United 
Church, Westmount. 

To his children, one of whom, Douglas 
Lamont Ross, is a member of the Quebec 
Institute, and to the other members of his 
family, the Institute offers its deepest sym- 
pathy. 


Malcom Sidney Temple-Hill 


The Institute of Chartered Accountants of 
Quebec announces with deep regret the 
death of M. S. Temple-Hill at the age of 
71 years. 

A native of Kingston-on-Thames, England, 
Mr. Temple-Hill came to Canada 50 years 
ago. In 1909 he was admitted to member- 
ship and established his own practice. Later 
he was joined in partnership with his son, 
Carew Temple-Hill, to form the firm of 





Temple-Hill and Temple-Hill. Active in 
community and church affairs, he was a 
former secretary of the Westmount Munici- 
pal Association, a life member of Royal Vic- 
toria Lodge, A.F. & M. and was reader at 
the First Church of Christ Scientist. 


He is survived by his widow and two 
sons, to whom sincere sympathy is extended. 


Robert Craib Ross 


The Institute of Chartered Accountants of 
Quebec reports with deep regret the death 
of Robert Craib Ross on March 9, 1951. 


Mr. Ross died in New Zealand, having 
immigrated to that country many years ago. 
For a short time while still in Canada he 
was associated with the Montreal firm of 
Riddell, Stead, Graham & Hutchison, and 
after leaving Canada he joined the firm of 
Clarke, Menzies, Griffin & Co. In 1937 he 
entered into partnership with Mr. J. K. 
Purdie and practised in Wellington, New 
Zealand, under the name of Ross, Purdie & 
Co., from that date until the time of his 
death. 


The members of the Institute offer their 
sincere sympathy to the surviving members 
of his family. 


Louis Philippe Lortie 


The Institute of Chartered Accountants of 
Quebec announces with deep regret the sud- 
den death of Louis Philippe Lortie, who 
died of a heart attack in his home. 


A native of St. Jean d'Iberville, Mr. 
Lortie was a former president of the Cor- 
poration of Public Accountants and of the 
General Accountants Association, also a 
former member of the Institute of Chartered 
Accountants of Prince Edward Island. He 
became a member of the Quebec Institute 
in April, 1946, and for many years prior to 
that date practised his profession. 


The sincere sympathy of the members is 
extended to his widow and family. 
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The Students’ Department 


J. E. Smyth, C.A., Editor 





NOTES AND COMMENTS 


Sie cry continually goes up that the 
English of our text and technical 
books is very bad. Now there are 
more rules for writing understandable 
English than this humble editor knows 
of. But there are at least two which 
authors, if only out of a sense of 
decency, ought to observe: (1) use 
short sentences and (2) use the simpler 
of two possible words. 


To drive this point home, rather forci- 
bly we think, we quote now from a 
review of a recent book written by an 
English accountant. The reviewer 
said, ““The author might have been a 
little kinder to the average reader than 
to write in such terms as these: 

Throughout this discussion we have 
sought to emphasize the importance of 
identifying the generic distinction between 
capital and current with those actual trans- 
actions, measurable in terms of units of 
money which are promoted by the eco- 
nomic traversal of an enterprise along the 
paths of temporal periods intentionally 
limited for the purpose of recurrent sur- 
vey, and in so doing we have commended 

a substitution of the adjectival use of the 

word capital by the term resting.”? 

* * * 


We cannot believe that the author 
of the sentence quoted above was 
intentionally vague. Nevertheless we 
fear that some people are purposely 





1A review of F. Sewell Bray's “The Mea- 
surement of Profit” by A. R. Prest in Ac- 
counting Research, July 1950, 


technical when explaining a point be- 
cause this makes them look more 
learned. Professor Thouless summed 
it up nicely when he wrote, “The well- 
known trick of using obscure technical 
jargon in a discussion is often a de- 
vice for acquiring undeserved prestige.” 


Nor did Professor Thouless leave 
the matter there. He went on to say, 
“It is unfortunately true that many 
people are more easily persuaded by 
what they cannot understand.”* The 
ironic part of this of course is that 
often those people so persuaded are 
not really worth persuading! We think 
for example of the accountant who 
wasted his time on us, while a raw 
junior, by talking impressively about 
“capitalizing” various “charges”. 
When we asked him at length what 
this meant he admitted it was a dif- 
ficult matter which we might hope to 
understand in three or four years’ 
time. We think we do understand, 
now. 

* * * 

We will even dare at this point to 
chide ourselves as accountants for our 
style of writing. Let us admit private- 
ly in these columns that at least some 
of us specialize in a cryptic, terse style 
which is intended to suggest the 
strong, silent type. To our way of 











2 R. H. Thouless, “How to Think Straight” 
(Simon and Shuster, N.Y. 1944) p. 64. 
8 gbid, p. 63. 
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thinking the use of the words “same”, 
“therein”, and “thereof” comes within 
this category. “Auditor will compare 
same with entries therein and examine 
endorsements thereof,” we say. (Omis- 
sion of indefinite and definite articles 
“a” and “the” of course adds to effect.) 
With some research we discover that 
the instructions really mean,. “The 
auditor will compare the returned 
paid cheques with the entries in the 
cheque register and examine the en- 
dorsements.” The word “thereof” at 
the end of the original sentence proves 
to add nothing to the meaning. The 
words “same” and “therein” at the 
most leave room for doubt as to what 
they refer, and at the least require one 
to look back to find out. 
* * . 


Now that we are wound up on this 
subject we cannot help quoting from 
that wonderful little book “Plain 
Words” by Sir Ernest Gowers (Lon- 
don, 1948, His Majesty’s Stationery 
Office). 

“We want you to deny indirect recep- 
tion,” said the goods clerk of my local 
tailway station, telephoning to me about 


a missing case. “What does that mean?” 
I asked. “Why,” he said, “we want to 
make sure that the case has not reached 
you through some other station.” 


Sir Ernest Gowers wrote his book at 
the invitation of the British Treasury 
to help officials in their use of written 
English. “Officials” are defined -in the 
Preface as civil servants, members of 
the Navy, Army, and Air Force, local 
government officials and the staffs of 
public bodies such as the railways. The 
fact is, however, that everyone could 
benefit from a reading of the book and 
from the quotations which it includes 
— such as the following from Mr. 
Winston Churchill in a memorandum 
that he issued as Prime Minister on 
August 9, 1940: 


Let us have an end of such phrases as 
these: “It is also of importance to bear in 
mind the following considerations ... ” 
or “consideration should be given to the 
possibility of carrying into effect...” 
Most of these woolly phrases are mere pad- 
ding, which can be left out altogether, or 
replaced by a single word. Let us not 
shrink from using the short expressive 
phrase even if it is conversational. 


PUZZLE 


If there are two gear wheels of the 
same size, one of which rotates once 
round the other, which is stationary, 


how often will the first one turn 
around its own axle? (From: Have Fun 
with Figures by Joseph Degrazia) 


SOLUTION TO LAST MONTH’S PUZZLE 


55 minutes. 

The chauffeur reduced his usual travelling 
time by 10 minutes. 

Therefore he met the chartered accountant at 
a point when it would have taken him 5 
minutes to drive to the station (plus 5 
minutes to return). 


The chauffeur usually arrives at the station 
at 6.00 p.m. to pick the chartered account- 
ant up. 

The chartered accountant has been walking 
since 5.00 p.m. 

The chauffeur picks him up 5 minutes’ drive 
short of the station (i.e. 5.55 p.m.) 
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PROBLEMS AND SOLUTIONS 


Solutions presented in this section are prepared by qualified accountants and reflect 
of course the personal views and opinions of the various contributors. They are designed 
not as models for submission to the examiner but rather as such discussion and explanation 
of the problem as will make its study of benefit to the student. Discussion of solutions 
presented is cordially invited. 


PROBLEM I 
Intermediate Examination, October 1950 
Accounting I, Question 6 (20 marks) 


The following statements of a company incorporated under the Companses Act, 1934, 
are prepared on an accrual basis as at 31 Dec 1949: 
(a) Balance Sheet 
(b) Statement of Cost of Goods Manufactured 
(c) Statement of Profit and Loss, and 
(d) Statement of Surplus 
Show how each of the following items ( (ii) to (xii) inclusive) appearing in the trial 
balance would be reflected in the statements, setting out your answer in the tabular form 
illustrated below for item (i): 


Location on 
Item Dollar Value Statement Statement Description 
(i) $3,082.50 (b) Factory Service 
Expense Insurance 
462.50 (a) Current Assets Prepaid Insurance 


(i) Insurance expense—Factory building and machinery Dr. $3,545—included in this 
figure is a payment made on 30 June 1949 of $555 covering fire insurance policy 
premium expiring 30 June 1952. 

(ii) Trade accounts receivable Dr. $35,495—includes accounts receivable from a 
director $355, deposits on purchases of new equipment $3,000 and trade accounts 
definitely known to be uncollectible $295. 

(iii) Bad debt reserve Cr. $565—which has been unchanged during the year. During 
the year 1949 $350 was recovered on accounts written off in 1947 as uncollectible 
and was credited to the account Bad Debts Recovered. The bad debt reserve is 
to be calculated at 2% of the trade accounts receivable outstanding at year end 
date as per (ii). 

(iv) Life insurance expense $655—representing the annual premium on policy on the 
life of the president, paid on 2 Jan each year. The increase of $350 in the cash 
surrender value, confirmed by a letter from the insurance company, has not as yet 
been incorporated in the accounts. 

(v) Wages and salaries paid Dr. $37,895—includes office salaries paid to the 31 
Dec amounting to $17,489 and factory wages paid to the 27 Dec amounting 
to $20,406. The payroll covering factory wages for Dec 28, 29 and 30 and Jan 3, 
totalling $540 was paid on 7 Jan 1950. 

(vi) Inventories finished goods Dr. $5,490 

raw materials Dr. $12,550—represent the inventories as at 31 Dec 1948. 
The physical inventory at 31 Dec 1949, as certified by the management, consists 
of finished goods, valued at cost, $6,500, by-products, valued at selling price, $950 
and raw material, valued at the lower of cost or market, $10,490. 

(vii) Patents Dr. $5,600—unchanged during the year. The company follows the policy 
of amortizing the cost of patents over the 17 year life of the patents on a straight 
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line basis. Balance in the account represents the costs of patents acquired on 2nd 
January 1940 less write-offs for the years 1940 to 1948 inclusive. 

(viii) Bond Interest expense Dr. $9,000—interest on the 3% First Mortgage bonds is 
paid on 1 Feb and 1 Aug each year. $500,000 of these bonds were outstanding as 
at 31 Dec 1949, $100,000 were redeemed on 1 Feb 1949. 

(ix) Interest and dividend income Cr. $5,595—does not include $1,000 in municipal 
bond coupons due 28 Dec 1949 on hand at the year end in the company office, 
nor a dividend of $700 on stocks held by the company, declared on 1 Nov 1949, 
payable 1 Feb 1950 to stock holders of record as of 31 Dec 1949. The bond cou- 
pons were deposited on 3 Jan 1950. 

(x) Sale of by-product Cr. $10,500—this by-product was developed by the company 
during the year. 

(xi) Capital stock, common, issued Cr. $250,000—(200,000 shares of no par value.) 
During the year 10,000 were issued to cover the acquisition of a tract of land. 
Authorized capital, 200,000 shares, no par value. 

(xii) Reserve for the replacement of fixed assets Cr. $120,000—unchanged during the 
year. The company provides $20,000 per annum in excess of normal depreciation 
to provide for the replacement of plant and equipment. 


A SOLUTION 
Dollar 
Value Statement Location Description 
(i) 3,082.50 Manufacturing (b) Factory overhead Insurance 
462.50 Balance sheet (a) Current assets Prepaid insurance 
(ii) 31,845 (a) Current assets Trade accounts receivable 
355 (a) Current assets Directors’ accounts receivable 
3,000 (a) Fixed assets Deposit on purchase of 


(or Other assets) equipment 


295 Charged to reserve for bad debts 
or (a) Current assets Included in computation of 
reserve for bad debts 


(iii) 636.90 Balance sheet (a) Current assets Deducted from trade accounts 
receivable—reserve for bad 
debts 

366.90 Profit and loss (c) Administration Provision for bad debts 
(iv) 305 Profit and loss (c) Administration Business life insurance 
350 Balance sheet (a) between Current 
and Fixed assets C.S.V. business life insurance 
(v) 17,489 Profit and loss (c) Administration Administration salaries 
20,811 Manufacturing (b) (Direct labour Direct labour 


(Factory overhead Indirect labour 


405 Balance sheet (a) Current liabilities | Accrued wages payable 


(vi) 10,490 Balance sheet (a) Current assets Inventories 
Sub heading raw materials 
6,500 Balance sheet (a) Current assets finished goods 
950 Balance sheet (a) Current assets by product 
10,490 Manufacturing (b) Costofraw material Inventory raw materials 
31 Dec 1949 








306 
950 
6,500 

Py 

5,490 
12,550 
(vii) 4,900 
700 
(viii) 15,250 
6,250 
(ix) 1,000 
6,595 
(x) 10,500 
(xi) 250,000 
(xii) 140,000 
20,000 


own accounts receivable and remits its collections, intact, to the head office. 
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Manufacturing 

Profit and loss (c) 
Profit and loss (c) 
Manufacturing (b) 
Balance sheet (a) 
Manufacturing (b) 
Profit and loss (c) 


(a) 


Balance sheet 


Balance sheet 
Profit and loss (c) 


Manufacturing (b) 
or (c) 


(a) 


Balance sheet 


Balance sheet 


Cost of sales 


Cost of sales 


Cost of raw material 


Other assets 


Factory overhead 
Administration 
Current liabilities 


Current assets 
Other income 


Cost of raw material 
Sales 


Shareholders’ equity 


(b) Cost of raw material By product deducted from 


cost of raw materials 


Inventory finished goods 
31 Dec 1949 


Inventory finished goods 
31 Dec 1948 


Inventory raw materials 
31 Dec 1948 


Patents (less amounts written 


off) 


Amortization of patents 
Bond interest 
Accrued bond interest payable 


Bond coupons on hand 
Investment income 


Shown as deduction from 
raw material 


Authorized and issued 200,000 
common shares of no par 
value (10,000 shares issued 
during year in payment of 
land) 


(a) Shareholders’ equity Reserve for replacement of 


fixed assets 


Charged to earned surplus (d) re above. 


PROBLEM 2 


Intermediate Examination, October 1950 
Accounting II, Question 1 (15 marks) 


The A Co. Ltd. operates branches in the cities of X, Y and Z. Each branch keeps its 


Each branch 


pays all its own expenses from a working fund which is reimbursed by draft from the 


head office. 


On 31 Dec 1949 the branches sent the following information, applicable to the year 
ending on that date, to the head office: 


Sales on account ..... 


Returned sales 
Expenses paid 
Bad debts 


Cash collected from customers ............ 


Accounts receivable 31/12/48 ........ 
Accounts receivable 31/12/49 .......... 


Working fund 


Inventory 31/12/48 
Inventory 31/12/49 
Goods received from head office 


Shipments to the branches were billed at cost. 





xX Y z= 
$354,000 $348,000 $355,000 
10,000 5,000 15,000 
65,000 50,000 63,000 
2,500 — 500 
351,500 338,000 329,500 
55,000 20,000 40,000 
45,000 25,000 50,000 
Pai eaag boas 8,000 5,000 8,000 
70,000 78,000 65,000 
60,000 70,000 75,000 
ed 270,000 235,000 280,000 
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Required: 
(a) Combined profit and loss statement of the branches for the year ended 31 Dec 
1949. 
(b) Closing entries on the X branch books. 
(c) Journal entries on the head office books to record the profits of the branches. 
(d) The statement of the branch current accounts on the head office books for the 
year ended 31 Dec 1949. 
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A SOLUTION 
(a) 
COMBINED STATEMENT OF PROFIT AND LOss 
X Y Z BRANCHES OF A CO. LTD. 
for Year Ending 31st December 1949 
x Y Z Total 
PN eit rei, Peo odare ater ii Bort se $354,000 $348,000 $355,000 $1,057,000 
Pee a GUNOE GEMEIS nooo ca sssiescciccesssascciens 10,000 5,000 15,000 30,000 
Net sales ............. Bago ee $344,000 $343,000 $340,000 $1,027,000 
Inventory 31/12/48 ou... $ 70,000 $ 78,000 $ 65,000 $ 213,000 
Shipments from head office ..............___ 270,000 235,000 280,000 785,000 
340,000 313,000 345,000 998,000 
Inventory 31/12/49 occ cecceccsecesesee 60,000 70,000 75,000 205,000 
ROUSE RE SION oiooiladediclarcec. SeB008 $243,000 $270,000 $ 793,000 
| sefaspnseocancciitics: vGROO0 $100,000 $ 70,000 $ 234,000 
a ER EIS 65,000 50,000 63,000 178,000 
ee I sccccssecicesass. eee eee 2,500 _ 500 3,000 
$ 67,500 $ 50,000 $ 63,500 $ 181,000 
BNE NE ec ea aay suiccesca) RSS ee $ 50,000 $ 6,500 $ 53,000 
(b) 
NO ee Sree Berta ees cs ohh Scab dpa Sues bs GUNMA oad Akad Ae $354,000 
IN NUN 80 OS ek a acaasl $ 10,000 
NPRM Ss oi 8 cea auc dhe cca chvwslapessievasketuds 344,000 
SOUMAU TIENT oo toys os keds ogee ov sluls = seevaunisacncdabcudadedsuesavarvecadde 337,500 
RIMOMES THOM TOR QRICO ois. oie dc csi ves vscieciscievcssecdicnanvicdssencnde: 270,000 
NII 6 pins Se caters ppoth iv ae ened AT ee . 65,000 
Nh Poo Sc es ere thik Get aca ost esas at, at Kay 2,500 
ID zk sh fot Ean dass ch eee cok Sasa 10,000 
pap xc deen dec apeaVevesdaiicasiyakssevsVin tie vas nss vSnastcseay tentayiens bc 10,000 
San N NADU I NNN Gf oreo: ssc scuseda x ausnsias us ceed dawns eeecaese SO 3,500 
UNI MEUN II ies ce Pi RN cs ecccenecase al itvencclvaken 3,500 


To transfer net loss for year to head office. 
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(c) 
a IR OMI nn 8 a a 2 a el 8 ake $ 3,500 
RNR SS NNSONE RU TNNNEND ee sa cs cea res Sacha scvosecssdatasbesonspaeseens 
To take up loss for the year 
mn INE RNID ates iano ocean ce uadenccteceansssusveccsseacesons 50,000 
UPN MRR orice shee caus sees Rena Paes ade edase maaan ch chan 
To take up profit for the year 
Branch current account — Z 0.0.2... stsladevapaensnsss ees 6,500 
NSMNMR TINDER MUNIN occ Oh GN eat ves casbelpyanatabuacs 
To take up profit for the year 
(d) 
STATEMENT OF BRANCH CURRENT ACCOUNTS 
for the year ended 31st December 1949 
x Y 
aac i ea PUR RD ons ca csnson sia anencennanszcccesuaonclentnas $133,000 $103,000 
nO NS NIMROD 255. hiss 6: ( sed os scacad cctestacnaenscastnsicens 270,000 235,000 
RRRROTSER MOK TACRICIIES BIRT xn nisss cons none sencononscnasneesees oe 65,000 50,000 
$468,000 $388,000 
Less cash received from branches ....................:..c000000+- 351,500 338,000 
116,500 50,000 
red NAN II os oe Sis cass ea uancncen a oaneavoves —(3,500) 50,000 
RMA iN EE OS RI aac sssccta sess ccsicsscesssnsoretncevecsichencace $113,000 $100,000 
BALANCE OF BRANCH ACCOUNTS 
as at 31st December 1949 
x y 
NIE PER on foot dc Fastneai pekeansmenseaa oases $ 45,000 $ 25,000 
SUNN id gst agceg ss pclae ccneeat cele 8,000 5,000 
PN Nag ca San rg hot ca eincad pads nber ugh ssiasoncovessiosinss 60,000 70,000 
Balance of branch current accounts ..............c:ccccccseseseeees $113,000 $100,000 


$ 3,500 
50,000 


6,500 


Z 
$113,000 
280,000 
63,000 


$456,000 
329,500 


126,500 
6,500 


$133,000 


_—_—_—_—_ 


z 
$ 50,000 
8,000 
75,000 


$133,000 


Editor's Note: Ancther solution for part (b) might take the form of a compound 


journal entry, viz., 


PREINON MUIND es 5s caisk hb hiconeeeanastnkia: 3,500 

BE NN acc ot a cca ec atu ebades 354,000 
Irs en IN 8 kee soda 10,000 
Cr. Shipments from head office .................00+ 270,000 
Re PUN acs 6h cate Sos asses csacy eh sscdasaacae 65,000 
Re MNT MUNIRID 8 ets fso gis chrac acto cttkceunscadicsedtnn 2,500 
RS MN, Saou 10,000 


To close out revenue and expense accounts 
and charge head office with loss for year. 
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PROBLEM 3 
Final Examination, October 1950 
Accounting I, Question 5 (23 marks) 


A large manufacturing concern produces four articles of a similar nature. Some op- 
erations are common to all these articles while others are not. 

Raw materials prices vary continually over a relatively wide range. 

The management has arranged for CA to install a standard cost system of accounting 
for production costs. 

Required: 

(a) Outline briefly the procedures CA would follow in the installation of the standard 
cost system. 

(b) Show the headings of the accounts making up the cost ledger, indicating for 
each the items that would be debited or credited thereto and the basis upon which the 
amount of the debit or credit would be calculated. (A detailed list of factory service ex- 
pense accounts is not required). 

(c) Draft pro forma journal entries which would be required in the operation of a 
“standard” cost system. 


A SOLUTION 


(a) Procedures in installing the standard cost system 

(1) Determine, by experience and discussion with the management, the purposes for 
which the standard cost system will be required and the most appropriate standards, 
e.g., ideal, normal, normal under present conditions, or past performance. 

(2) Make a detailed review of the present accounting and costing system if the infor- 
mation is not already available. 

(3) Make a detailed review of production processes if the information is not already 
available. 

(4) Develop the accounting method of recording the standard costs. 

(5) Provide for the determination of standards for all operations and items of materials 
and supplies. 

(6) Co-ordinate (5) within (4). 

(7) Either incorporate the required new accounts into the present system, or install a 
system as required. 

(8) Develop appropriate report and statement forms. 

(9) Develop procedure manuals for everyone concerned with the operation of the system. 

(10) Assist in and direct the initial stages of its actual operation. 

(11) After a period, check to see that instructions are being followed, that management's 
requirements are being met, and that provision is made for the appropriate changes 
when necessary. 


(b) Cost ledger accounts 

General ledger control — Cr. with actual costs of materials, labour, supplies and expenses. 
Dr. with standard costs of finished goods transferred. Dr. or Cr. with monthly variances. 

Raw materials — Dr. with standard cost of materials going into stock. Cr. with standard 
cost of issues. 

Raw materials price suspense — Dr. or Cr. with difference between actual and standard 
cost of materials purchased. 
Cr. or Dr. as materials are issued to production. 

Work in process — Departments A, B, etc. — Dr. at standard with materials, direct 
labour and factory service, according to production. 
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Cr. at standard with production transferred to next department or to finished goods. 


Labour rate variance — Departments A, B, etc. — Dr. or Cr. with labour rate variance 
between charge to work in process at standard and payment at actual. 

Labour efficiency variance — Departments A, B, etc. — Dr. or Cr. with labour efficiency 
variance between charge to work in process at standard and actual production use. 

Raw materials price variance — Departments A. B, etc. 


Raw materials efficiency variance — Departments A, B, etc. as for labour 
Factory service efficiency variance — Departments A, B, etc. variances 
Factory service price variance — Departments A, B, etc. 

Various factory service expense accounts — Dr. with actual cost of expense or supplies. 


Cr. with standard cost of amounts applied to production at standard rates. 


Note: Variance accounts and balances in factory service expense accounts (which rep- 
resent variances) are closed regularly to general ledger control. 


(¢) Pro forma journal entries 


ie IT RNIN sade rep ces ccac seve ghsc cabot hieaaanebeaos nats $15,000 
Dr. Raw materials price suspense .........................cscseseneoses 500 
Or Waa EEE NER a oan sie csséssscesncosnssesenansvonsesaoess $15,500 


Purchase of X quantity of Y material. 


Dr. Work in process, Department A. ..............:.:cccsccsssseesees: 10,000 
Dr. Raw materials price variance Department A .................. 300 
Cr. Raw materials efficiency variance 
Ran OA. OF sacar aibess tee ds cecal ese leaden 1,000 
rr 65 «Sid scepeuabdaesuunss vevoocences 9,000 
Cr. Raw materials price suspense : 300 
To record issue of 9/15 X units of Y material 
to Department A for production of Z units. 
Standard quantity for Z units 9/15 X —. To 
adjust raw materials price suspense in respect of Y 
material put into production. 





Dr. Work in process Department A. o.............:.ccecccecesceeeseneeeee 8,000 
Dr. Labour efficiency variance Department A .................... 800 
Cr. Labour price variance Department AA ...................- 400 
Es OPCML ROCIOEE OMEN a2 sctcsocescsocosenescnssconviensasisur 8,400 
To record wages for period .................. 
Department A standard time 
hours at standard rate $ .............cc0..0:0:000.. 
PARNER sépackaccscci panes cretoeas Shs chvacearcncessesee 
UR: POEUN FINI I 5S Ses pecs cccescasieteccceens 





Dr. Work in process Department A. .............0ccc0c0e .. (standard) 
Dr. or Cr. Factory service efficiency variance Department A oo 
Dr. or Cr. Factory service price variance Department A _ 
Ce, Meera RORNES COMIEOE <2 dh atnignlads (actual) 
To record factory service expense for the period at 
actual cost and to charge work in process Depart- 
ment A at standard cost. 


“ 
: 





a a i i i a 


_ ae a 


, eC ee alle oe oa Ole 


— ~*~ 





Ae 


Dr. 
Dr. 
Dr. 


Dr. 





The Student's Department 


Work in process Department B. ................. (standard) 


Cr. Work in process Department A .............0.0.0000000 
To record transfer to Department B of articles 
completely processed in Department A. 


Raw materials efficiency variance Department A........ 1,000 
Labour price variance Department A ...............0000c0000 400 
or Cr. Factory service efficiency variance Department A 
or Cr. Factory service price variance Department A .... 
Cr. Raw materials price variance Department A......... ; 


Cr. Labour efficiency variance Department A ............. 
OF Te; GEMEAl TEARER CORO! 2... 5... os. cesescesccsccsensesseee 


30) 


(standard) 


300 
800 


To transfer variances to general ledger control 


for period................ 


THE ACCOUNTING STUDENTS’ “MOTHER GOOSE” 


Frank, having been graduated with hon- 
ofs, was to start in his first job on the mor- 
tow. He had been an accounting major and 
had an “A” average in that subject. To cele- 
brate the occasion his parents invited him to 
a performance of Tschaikovsky’s “Sleeping 
Beauty” ballet. Frank particularly enjoyed 
the last act in which the Princess Aurora is 
wedded to Prince Charming and to the wed- 
ding come the various Mother Goose char- 
acters: Little Red-Riding-Hood and the Wolf, 
Puss-in-Boots, Beauty and the Beast, Jack-the- 
Giant-Killer, and all the rest. 


That night Frank had a dream. 


‘The Dream 


Frank dreamed that he was invited to the 
wedding of the Princess Accountancia to a 
Prince Charming and that all the subjects in 
the accounting text-book came to life and at- 
tended the wedding. Upon mingling with 
the wedding guests Frank was delighted to 
find old friends. Meeting them informally in 
this way was a revelation for they spoke not 
in a formal manner through the pen of the 
text-book author but entirely without re- 
straint. 

Walking through the marble halls Frank 
encountered the obese Mr. Sinking Fund ac- 
companied by his good wife Scientific Method. 
Frank felt that he had found a good old friend 


who exists in many corporations since today 
most corporate bonds are sinking fund bonds. 

“I am so glad to meet an old friend who is 
so popular everywhere,” said Frank. 

“Not so loud,” whispered Sinking Fund. 
“Don’t you know that I am almost non- 
existent?” 

Frank shuddered. 
“you are in all the problems. 
are joking.” 

“Not at all,” said Sinking Fund. “I went 
out of business when they put a clause into 
the indentures permitting the corporations to 
accumulate the fund or to redeem bonds. It 
is to the corporation’s advantage to redeem 
bonds because the corporation would pay a 
higher rate of interest on the bonds than 
the trustee could get on the money in the 
fund. There are, of course, sinking fund 
bonds, there is a sinking fund payment, there 
is a sinking fund trustee, but, alas, there is 
no Sinking Fund.” 

At this point the stout gentleman began 
sobbing and Scientific Method handed him a 
handkerchief. 


Scientific Method 


“"Tis too, too true,” added Scientific 
Method. “But now look at my predicament. 
If there are no sinking funds accumulated, 


“But,” he protested, 
I am sure you 
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of what use am I? I am an unwanted spouse. 
I have fallen into oblivion—nay into innocu- 
ous desuetude!” 

Frank could no longer bear the tension. 
He left without even taking leave of his 
friends. 


Statement of Affairs 

Entering one of the brilliantly lighted re- 
ception rooms of the palace Frank sighted 
the fashionably-dressed Statement-of-Affairs. 
“I am at last happy to find someone who is 
an important figure in the business world,” 
said Frank grasping his old friend’s hand. 

“But what you say is not so,” said State- 
ment-of-Affairs. “I was last used in settling 
the affairs of John Law's Bubble. Some Bri- 
tish accountants saved me and brought me 
to America. They have kept me alive here 
in C.P.A. examinations. I have caused many 
heads to fall,” he added rubbing his hands 
gleefully. He continued: “Nobody, but no- 
body uses me in practice. No accountant 
would think of signing his name to me be- 
cause I estimate what assets will bring at a 
forced sale and the accountant cannot take re- 
sponsibility for such an estimate.” 

Frank fainted. When they revived him 
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Miss Sum-of-the-Years’-Digits-Method was fan- 
ning him. 


Sum-of-the-Y ears- 
Digits-Method-of-Depreciation 

Frank felt happy and took a sip of the 
glass of wine which the golden haired damsel 
handed him. “Depreciation is a real thing,” 
he ejaculated. “Ar last I have found realis- 
tic company.” 

The maiden, however, also drank of the po- 
tion and thereupon confided her innermost 
secret. “I never did exist in the business world. 
I am the figment of the morbid imagination 
of a college professor. They once put me 
into a C.P.A. examination with good results,” 
she said with a sinister smile. 


Reality 

The alarm clock rang. Frank awoke. He 
jumped out of bed and prepared himself for 
his new job. 

When Frank reached the office he was 
greeted by his new boss with the words: 
“The first thing you need to do is to forget 
what you learned in college and learn how 
things are done in the real world.” 


“You said a mouthful,” replied Frank. 





